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SUMMARY  OF  RECOMMENDATIONS 

As  a  separate  section  in  the  front  of  each  audit  report  we  include  a 
listing  of  all  recommendations  together  with  a  notation  as  to  whether 
the  agency  concurs  or  does  not  concur  with  each  recommendation.   This 
listing  serves  as  a  means  of  summarizing  the  recommendations  contained 
in  the  report  and  the  audited  agency's  reply  thereto  and  also  as  a  ready 
reference  to  the  supporting  comments.   The  full  replies  of  the  Employ- 
ment Security  Division,  Department  of  Administration,  and  the  Governor's 
Office  of  Budget  and  Program  Planning  are  included  in  the  back  of  this 
report. 

Page 

Transfer  control  of  all  agency  accounting  and  bookkeeping 

functions  to  the  fiscal  section.  11 

Agency  Reply:   The  division  has  not  taken  a  position 
pending  further  study.   See  page  99. 

Allocate  sufficient  time  and  qualified  staff  to  the  fiscal 
section  to  insure  adequate  performance  of  accounting 
functions.  11 

Agency  Reply:   The  division  has  not  taken  a  position 
pending  further  study.   See  page  99. 

Place  all  accounts  and  account  balances  within  a  single 
general  ledger  system  which  will  be  the  responsibility  of 
a  chief  financial  officer.  11 

Agency  Reply :   Concur.   See  page  99. 

Establish  an  agency-wide  financial  accountability  and 
reporting  system  to  insure  prompt  delivery  of  infor- 
mation to  and  from  the  fiscal  section.  11 

Agency  Reply:   Concur.   See  page  99. 

Establish  a  task  force  under  the  authority  granted  in 
section  82-110,  R.C.M.  1947,  to  study  the  systems 
currently  in  use  at  ESD  and  provide  a  solution  for  the 
current  duplication.  13 

Agency  Reply:   Concur.   See  page  100. 

Department  of  Administration  Reply:   Concur.   See  page  127. 

Adopt  the  use  of  state  warrants  for  the  payment  of 

unemployment  insurance  benefits.  16 

Agency  Reply:   The  division  has  not  taken  a  position 
pending  further  study.   See  page  101. 


SUMMARY  OF  RECOMMENDATIONS  (Continued) 
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Seek  legislation  amending  section  87-113,  R.C.M.  1947, 
to  allow  the  use  of  state  warrants  signed  by  the  State 
Auditor  for  payment  of  unemployment  insurance  benefits.         16 

Agency  Reply:   The  division  has  not  taken  a  position 
pending  further  study.   See  page  101 . 

Transfer  control  of  all  treasury  bank  accounts  to  the 

state  treasurer.  16 

Agency  Reply:   The  division  has  not  taken  a  position 
pending  further  study.   See  page  101 . 

Transfer  control  of  personnel  files  to  an  employee  outside 

the  payroll  department.  17 

Agency  Reply:   Concur.   See  page  102. 

Require  that  employees  sign  all  payroll  status  forms  or 

other  documentation  authorizing  each  payroll  change.  17 

Agency  Reply:   Concur.   See  page  102. 

Keep  payroll  and  personnel  files  current  and  orderly  at 

all  times.  18 

Agency  Reply :   Concur.   See  page  102. 

Provide  for  the  signing  of  pre-payrolls  by  an  appropriate 

ESD  official.  20 

Agency  Reply:   Concur.   See  page  102. 

Provide  for  proper  signing  of  payroll  status  forms  by 

employees  and  administrators.  20 

Agency  Reply:   Concur.   See  page  102. 

Deliver  pre-payrolls  and  payroll  status  forms  directly 

to  central  payroll  from  those  signing  the  forms.  20 

Agency  Reply:   Concur.   See  page  102. 

Provide  for  delivery  of  payroll  warrants  to  someone  other 

than  the  payroll  clerk.  20 

Agency  Reply:   Concur.   See  page  102. 

Provide  department  heads  and  local  office  managers  with 
a  listing  of  the  payroll  transactions  charged  to  their 
department  or  office.  20 

Agency  Reply:   Concur.   See  page  102. 


SUMMARY  OF  RECOMMENDATIONS  (Continued) 

Page 
Work  with  the  U.S.  Department  of  Labor  to  resolve  the 
problems  currently  being  encountered  with  the  cost 
accounting  system  and,  in  the  meantime  require  that: 

1.  Employees  prepare  time  distribution  reports  in  ink. 

2.  Employees  and  their  supervisors  sign  time  distri- 
bution reports  in  ink. 

3.  Employees  stop  presigning  time  distribution  reports. 

4.  Time  distribution  reports  be  changed  only  with  the 
knowledge  and  approval  of  the  employee  who  prepared 
the  report. 

5.  Changes  on  time  distribution  reports  be  clearly 
marked  and  initialed  by  the  person  making  the  changes. 

6.  Department  heads  and  local  office  managers  retain 

copies  of  all  time  distribution  reports.  22 

Agency  Reply:   The  division  states  that  changes  at  the 
federal  level  are  necessary  before  this  recommendation 
can  be  implemented.   See  page  103 . 

Properly  record  payroll  tax  accruals  at  year-end.  23 

Agency  Reply:   Concur.   See  page  103. 

Limit  promotions  prior  to  an  employee's  passing  the  merit 
system  test  and  limit  non-competitive  promotions  to 
those  instances  where  it  can  be  clearly  shown  that  the 
promotions  are  to  the  advantage  of  the  agency.  24 

Agency  Reply:   Concur.   See  page  104 . 

Deposit  all  receipts  in  accordance  with  section  2-1210.22 

of  the  Montana  Administrative  Manual.  25 

Agency  Reply:   Concur.   See  page  104 . 

Correct  the  cash  receipt  and  disbursement  control  weaknesses 

noted  above.  26 

Agency  Reply:   Concur.   See  page  104  . 

Determine  at  least  monthly  that  collateralization  for  its 
bank  deposits  is  adequate  under  the  provisions  of 
section  79-301,  R.C.M.  1947.  27 

Agency  Reply:   Concur.   See  page  105 . 

Properly  account  for  accrued  expenditures.  28 

Agency  Reply:   Concur,   See  page  105 . 


SUMMARY  OF  RECOMMENDATIONS  (Continued) 

Page 
Place  the  $27,000  construction  account  balance  on  the 

primary  agency  general  ledger.  29 

Agency  Reply:   The  division  appears  to  concur.   See 
page  105. 

Request  the  Department  of  Administration's  assistance  in 
developing  a  more  accurate  and  simplified  system  for 
handling  Unemployment  Insurance  Trust  Fund  accounts  and 
transactions  on  SBAS.  31 

Agency  Reply:   Concur.   See  page  105. 

Department  of  Administration  Reply:   Concur.   See 
page  127 . 

Promptly  reconcile  the  Unemployment  Insurance  Trust  Fund 
balance  on  their  ledgers  to  the  U.S.  Treasury  balance 
at  the  end  of  each  month.  33 

Agency  Reply:   Concur.   See  page  106. 

Transfer  all  accounting  functions  relating  to  employer 
tax  contributions  from  the  contributions  section  to  the 
fiscal  section.  33 

Agency  Reply:   The  division  has  not  taken  a  position 
pending  further  study.   See  page  106. 

Take  an  annual  physical  inventory  as  required  by  Management 
Memo  70-17  and  the  Employment  Security  System  State 
Accounting  Manual.  35 

Agency  Reply:   Concur.   See  page  106. 

Obtain  written  authorization  from  the  Department  of 
Administration  prior  to  the  sale  or  other  disposition 
of  any  equipment  or  other  assets  covered  under 
section  82-1914,  R.C.M.  1947.  37 

Agency  Reply:   Do  not  concur.   See  page  107. 

Department  of  Administration  Reply:   Concur.   See 
page  128. 

Mail  be  opened  by  cashier's  office  employees  and  that 

all  checks  be  immediately  deposited.  38 

Agency  Reply:   Do  not  concur.   See  page  107. 

Record  penalty  and  interest  receipts  in  its  general 

ledger  in  the  fiscal  year  in  which  they  are  received.  39 

Agency  Reply:   Concur.   See  page  108. 


SUMMARY  OF  RECOMMENDATIONS  (Continued) 
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Seek  the  assistance  of  the  federal  government  in 

establishing  a  method  of  recording  transfers  between 
programs  which  will  result  in  comparable  information 
on  ESD  and  federal  accounting  records.  39 

Agency  Reply:   Do  not  concur.   See  page  108 . 

Sign  all  SBAS  appropriation  input  documents,  including 

those  for  continuing  appropriations.  40 

Office  of  Budget  and  Program  Planning  Reply:   Concur. 
See  page  129 . 

Establish  procedures  to  insure  that  all  expenditures  are 

charged  to  the  proper  state  appropriations.  41 

Agency  Reply:   Concur.   See  page  108. 

Establish  supervisory  review  procedures  in  the  fiscal 
section  to  prevent  the  types  of  errors  described 
above  or  to  detect  and  correct  them  on  a  timely  basis.  43 

Agency  Reply:   Concur.   See  page  109. 

Only  accrue  items  which  are  valid  under  guidelines 

established  by  the  Department  of  Administration.  44 

Agency  Reply:   Concur.   See  page  109 . 

Use  state  purchasing  suppliers  whenever  possible  to 

purchase  items  for  WIN  participants.  45 

Agency  Reply:   Concur.   See  page  109. 

Prepare  only  one  check  to  each  WIN  participant  per  week 
and  use  journal  entries  to  distribute  the  payment 
amount  to  the  proper  programs  and  expenditure  codes.  45 

Agency  Reply:   Concur.   See  page  110. 

Promptly  notify  claimants  when  an  account  receivable  is 
established  and  make  periodic  billings  to  encourage 
prompt  repayment.  47 

Agency  Reply:   Concur.   See  page  110. 

Establish  written  guidelines  for  the  timely  preparation 

and  delivery  to  employers  of  delinquent  assessments.  48 

Agency  Reply:   Partially  concur.   See  page  110. 

Establish  procedures  sufficient  to  insure  the  prompt 
estiibl  ishment  of  an  accounts  receivable  when  it  is 
determined  that  a  benefit  overpayment  exists.  49 

Agency  Reply:   Concur.   See  page  m . 
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SUMMARY  OF  RECOMMENDATIONS  (Continued) 

Page 
Establish  procedures  to  insure  prompt  billing  of  inter- 
state accounts  receivable.  50 

Agency  Reply:   Concur.   See  page  111  . 

Maintain  subsidiary  ledgers  for  penalty  and  interest 
accounts  receivable  in  detail  sufficient  to  allow 
subsequent  verification  of  monthly  and  year-end 
totals.  51 

Agency  Reply:   Concur.   See  page  112. 

Prepare  more  frequent  billings  for  UI  accounts  receivable.        52 

Agency  Reply:   Concur.   See  page  112 . 

Deposit  all  accounts  receivable  payments  immediately  when 

received  in  the  cashier's  office.  52 

Agency  Reply:   Concur.   See  page  112 . 

Restrictively  endorse  all  checks  immediately  when  received.       53 

Agency  Reply:   Concur.   See  page  112 . 

Promptly  process  all  accounts  receivable  payments  and 

deposit  the  proceeds.  53 

Agency  Reply:   Concur.   See  page  112 . 

Credit  accounts  receivable  by  use  of  a  journal  voucher 
when  claimant  payments  are  withheld  to  satisfy  a  prior 
debt  to  ESD.  54 

Agency  Reply:   Concur.   See  page  112. 

Establish  a  method  to  periodically  describe  to  claimants 
common  items  which  could  make  them  ineligible  for 
benefits  and  to  request  a  signed  certification 
concerning  each  claimant's  status  on  those  items.  55 

Agency  Reply:   Concur.   See  page  113. 

Reconcile  subsidiary  and  general  ledgers  for  accounts 
receivable  dishonored  checks  monthly  and  make 
necessary  corrections  at  that  time.  56 

Agency  Reply:   Concur.   See  page  113. 

Provide  procedures  for  a  periodic  review  of  accounts 

receivable  by  a  responsible  official.  57 

Agency  Reply:   Concur.   See  page  113. 


SUMMARY  OF  RECOMMENDATIONS  (Continued) 

Page 
Periodically  prepare  aging  schedules  to  help  evaluate 

accounts  receivable  collection  procedures.  57 

Agency  Reply:   Concur.   See  page  113. 

Transfer  all  uncollectible  accounts  receivable  to  the 
Department  of  Revenue  for  collection  under  the 
provisions  of  section  84-7103,  R.C.M.  1947,  and 
management  memo  1-74-11.  58 

Agency  Reply:   Concur.   See  page  114. 

Discontinue  classifying  as  assets  accounts  receivable 
which  have  been  determined  by  the  division  to  be 
uncollectible.  58 

Agency  Reply:   Concur.   See  page  114. 

Place  all  accounts  receivable  control  totals  on  SBAS  and 

the  federal  accounting  system  general  ledgers.  60 

Agency  Reply:   Concur.   See  page  114. 

Reconcile  general  ledger  totals  to  subsidiary  ledgers  at 

least  monthly.  60 

Agency  Reply :   Concur.   See  page  114. 

Establish  an  accounts  receivable  staff  within  the  fiscal 
section  to  maintain  subsidiary  ledgers  for  receivables 
and  to  perform  all  billing,  recording  and  control 
functions  necessary  to  insure  prompt  collection  of 
the  accounts.  60 

Agency  Reply:   Concur.   See  page  114. 

Obtain  copies  of  employer  registration  documents  for  those 

employer  files  which  do  not  contain  them.  61 

Agency  Reply:   Concur.   See  page  115. 

Revise  the  wage  and  contribution  report  form  to  more 

adequately  explain  the  provisions  of  section  87-109(d), 

R.C.M.  1947.  63 

Agency  Reply:   Concur.   See  page  115. 

Determine  the  feasibility  of  cross-checking  employers' 
contribution  and  wage  reports  for  the  four  quarters  of 
the  calendar  year  to  detect  overpayments  made  by 
employers.  63 

Agency  Reply:   The  division  has  not  taken  a  position 
pending  further  study.   See  page  115. 


SUMMARY  OF  RECOMMENDATIONS  (Continued) 


Page 


Assess  penalty  and  interest  as  prescribed  in  section 
87-135,  R.C.M.  1947,  for  all  employers'  contributions 
which  are  delinquent  under  the  provisions  of  MAC 
24-3.10(26)-S10400.  65 

Agency  Reply:   Concur.   See  page  117. 

Establish  a  local  office  claim  file  checkout  system  which 

will  allow  all  employees  to  quickly  locate  files.  66 

Agency  Reply:   Concur.   See  page  117. 

Local  office  employees  be  instructed  to  sign  203-M  and 
UI-222  documents  as  required  by  the  ESD  Montana 
Operations  Manual.  67 

Agency  Reply:   Concur.   See  page  118. 

Establish  uniform  procedures  for  use  by  all  local  offices 
when  they  receive  payments  from  claimants  or  employers 
and  issue  pre-numbered  cash  receipt  books  to  local 
offices  for  use  in  these  transactions.  68 

Agency  Reply:   Concur.   See  page  118. 

Adopt  the  single  by-pass  distribution  system  for  weekly 
paycards  and  consider  adopting  the  double  by-pass 
system  when  benefit  payment  computerization  is  complete.        70 

Agency  Reply:   Do  not  concur  at  the  present  time.   See 
page  119. 

File  continued  interstate  claim  documents  in  the  appropriate 

individual  claim  file.  70 

Agency  Reply:   Concur.   See  page  119. 

Establish  guidelines  for  the  use  of  a  "Verification  of 
Earnings"  form  in  conjunction  with  all  claimants  who 
continually  work  part-time  while  drawing  unemployment 
benefits.  72 

Agency  Reply:   Concur.   See  page  120. 

Consider  establishing  regulations  or,  if  necessary,  seek 
legislation  requiring  self-employed  persons  who  work 
part-time  while  receiving  unemployment  benefits  to 
maintain  wage  and  hour  records  adequate  to  allow 
verification  of  their  eligibility  for  unemployment 
benefits.  73 

Agency  Reply:   The  agency  has  not  taken  a  position 
pending  further  study.   See  page  120 • 


SUMMARY  OF  RECOMMENDATIONS  (Continued) 
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Comply  with  the  provisions  of  section  540  of  the  ESD 
Montana  Operations  Manual  by  sending  UI-222  forms  and 
scheduling  periodic  reinterviews  with  claimants  as 
prescribed  by  that  section.  76 

Agency  Reply:   Concur.   See  page  120. 

Obtain  benefit  payment  information  from  the  Workers' 
Compensation  Division  at  least  weekly  and  immediately 
use  that  information  to  detect  and  prevent  payment  of 
unemployment  benefit  payments  to  those  individuals 
who  are  receiving  workers'  compensation.  77 

Agency  Reply:   Concur.   See  page  121  . 

Establish  procedures  to  assure  that  duplicate  benefit 
payments  made  from  different  programs  are  detected  by 
normal  data  processing  duplicate  payment  detection 
programs.  78 

Agency  Reply:   Concur.   See  page  121. 

Perform  monthly  reconciliations  of  the  number  of  benefit 
payments  to  the  number  of  additional  records  on  the 
benefit  status  file.  79 

Agency  Reply:   Concur.   See  page  122. 

Establish  a  number  control  and  accountability  system  for 

checks  being  processed  through  the  agency.  80 

Agency  Reply:   Concur.   See  page  122. 

Establish  procedures  requiring  daily  listing  of  all 
duplicate  payments  by  the  data  processing  section 
and  immediate  investigation  of  these  payments  by 
the  accounts  receivable  clerk.  81 

Agency  Reply:   Concur.   See  page  122. 

Fully  implement  the  recommendations  resulting  from 
the  Governor's  investigation  into  the  ESD  fraud 
control  program.  83 

Agency  Reply:   Concur.   See  page  124. 


MORRIS  L.  BRUSETT  ^^^^  JOSEPH  J.  CALNAN 

LEGISLATIVE  AUDITOR  ffi^-.f^r^  DEPUTY  LEGISLATIVE  AUDITOR 


STATE   OF   MONTANA 


STATE  CAPITOL 

HELENA.  MONTANA  59601 

406/449-3122 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  examined  the  balance  sheet  of  the  Employment  Security 
Division  of  the  Department  of  Labor  and  Industry  as  of  June  30,  1975, 
and  the  related  statements  of  receipts;  expenditures  compared  with 
obligational  authorities;  and  expenditures  by  object  for  the  year  then 
ended.   Our  examination  was  made  in  accordance  with  generally  accepted 
auditing  standards  and  accordingly  included  such  tests  of  the  accounting 
records  and  such  other  auditing  procedures  as  we  considered  necessary  in 
the  circumstances.   We  did  not  examine  the  receipts  and  expenditures  for 
the  Concentrated  Employment  and  Training  Act  (CETA)  Institutional,  CETA 
On- The- Job  Training  (OJT) ,  Public  Service  Employment  (PSE)  Title  I,  CETA 
PSE  Title  II  and  CETA  PSE  Title  IV  programs  or  the  first  $282,000  of 
program  expenditures  and  receipts  for  the  CETA  Concentrated  Employment 
Program  (CEP) .   These  receipts  and  expenditures  were  examined  by  other 
auditors  whose  report  thereon  has  been  furnished  to  us,  and  our  opinion 
expressed  herein,  insofar  as  it  relates  to  the  amounts  included  for  the 
programs  described,  is  based  solely  upon  the  report  of  the  other  auditors. 

It  was  not  practical  for  us  to  prepare  a  statement  of  changes  in 
fund  balances  for  ESD  for  the  fiscal  year  ended  June  30,  1975.   Presenta- 
tion of  such  a  statement  summarizing  the  division's  changes  In  financial 
position  is  required  by  Opinion  No.  19  of  the  Accounting  Principles  Ho/ird. 
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The  ESD  Statement  of  Receipts  by  Program  lists  receipts  for  the 
unemployment  insurance  program  of  $22,818,427.   This  amount  represents 
funds  transferred  from  the  unemployment  insurance  trust  fund  to  the  ESD 
benefits  account  for  payment  of  unemployment  benefits  during  fiscal  year 
1974-75.   Actual  receipts  for  the  unemployment  insurance  program  should 
have  been  $11,246,709.   This  is  the  amount  of  taxes  ESD  collected  from 
employers  during  fiscal  year  1974-75  for  support  of  the  unemployment 
insurance  program.   This  resulted  in  an  $11,571,718  overstatement  of 
receipts  for  the  unemployment  insurance  program  for  fiscal  year  1974-75. 
It  did  not  affect  the  balance  of  the  Montana  unemployment  trust  fund. 

Accounts  receivable  representing  $402,132  of  assets  are  not  included 
on  the  ESD  general  ledgers  or  financial  statements.   This  amount  is 
comprised  of  $316,441  in  current  and  suspended  (uncollectible)  benefit 
overpayment  receivables  (see  page  51  of  the  accompanying  report) ; 
$53,701  in  receivables  from  other  states  (see  page  50  of  the  accom- 
panying report);  $4,244  in  dishonored  checks  (see  page  55  of  the  accom- 
panying report);  $4,746  in  current  and  suspended  (uncollectible)  receiv- 
ables from  various  training  programs  sponsored  by  ESD;  and  a  $23,000 
receivable  from  the  Department  of  Administration  Architecture  and  Engi- 
neering Bureau  for  construction  funds  advanced  to  them  but  not  yet 
spent. 

In  four  groups  of  ESD  accounts  receivable  the  account  balances  are 
classified  as  current  if  they  are  collectible  and  suspended  if  they  have 
been  determined  to  be  uncollectible.   In  our  review  of  accounts  classi- 
fied as  current  by  ESD,  we  found  that  the  collection  of  a  significant 
portion  of  the  accounts  was  doubtful.   It  was  not  practical  for  us  to 
determine  the  exact  dollar  amount  of  the  doubtful  accounts  contained  in 
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the  current  classification.   This  matter  is  further  discussed  on  page  57 
of  the  accompanying  report. 

The  balance  of  employer  contributions  accounts  receivable  is  mis- 
stated at  June  30,  1975.   As  discussed  on  page  47  of  this  report,  ESD 
does  not  promptly  prepare  delinquent  assessments  and  establish  accounts 
receivable  for  all  employers  who  do  not  submit  quarterly  contribution 
and  wage  report  forms  on  time.   It  was  not  practical  for  us  to  determine 
the  exact  number  or  dollar  amount  of  these  accounts;  however,  we  believe 
the  total  amount  of  unrecorded  accounts  receivable  relating  to  this 
problem  may  be  material.   Additionally,  we  could  find  no  support  for 
approximately  $34,500  of  the  $392,648  balance  of  suspended  employer 
contributions  accounts  receivable  recorded  by  ESD  at  June  30,  1975. 

Accounts  receivable  from  other  states  amounting  to  at  least  $46,018 
at  June  30,  1975  and  $42,850  at  June  30,  1974  were  not  recorded  on  ESD 
ledgers.   These  amounts  represent  accounts  which  ESD  failed  to  bill  on  a 
timely  basis.   Until  initial  billings  are  made  for  the  accounts,  ESD 
does  not  establish  a  receivable  for  the  proceeds  (see  page  50) . 

The  ESD  property  fund  balance  sheet  includes  a  $232,999  account 
payable  to  the  penalty  and  interest  program.   However,  the  penalty  and 
interest  program  (in  the  federal  fund  balance  sheet)  does  not  show  an 
account  receivable  for  this  amount.   This  results  in  a  $232,999  under- 
statement of  assets  in  the  federal  funds  balance  sheet. 

At  the  end  of  fiscal  year  1973-74,  ESD  had  several  large  On-The-Job 
Training  (OJT)  contracts  outstanding.   They  owed  $202,012  on  these 
contracts  at  June  30,  1974,  but  no  liability  was  established  for  this 
amount.   This  amount,  which  is  fiscal  year  1973-74  expense,  was  recorded 


as  an  expenditure  during  fiscal  year  1974-75  and,  as  a  result,  fiscal 
year  1974-75  expenditures  are  overstated  by  $202,012. 

The  cash  balance  and  accrued  liabilities  for  ESD  federal  fund  pro- 
grams are  understated  by  $287,254  at  June  30,  1975.   Accrued  expendi- 
tures of  that  amount  were  offset  against  program  cash  accounts  instead 
of  being  recorded  as  accrued  liabilities.   This  error  is  discussed  in 
detail  on  page  2  7  of  the  accompanying  report. 

The  ESD  fiscal  section  general  ledger  and  financial  statements  do 
not  reflect  the  $26,809  balance  in  the  ESD  bond  proceeds  and  insurance 
clearing  account.   This  cash  balance  is  recorded  in  SBAS ;  however,  ESD 
does  not  use  SBAS  reports  as  a  primary  accounting  record.   As  discussed 
on  page  28  of  the  accompanying  report,  this  cash  balance  should  be 
disclosed  in  the  property  fund  of  the  ESD  fiscal  section  general  ledger. 

The  balance  of  the  Montana  unemployment  trust  fund  is  understated 
in  the  ESD  trust  fund  general  ledger  and  financial  statements  at  June  30, 
1975  by  approximately  $598,469.  This  error  was  caused  by  a  change  in 
procedures  used  by  the  federal  government  to  reimburse  ESD  for  payment 
of  federally  funded  unemployment  insurance  benefits  and  errors  made  by 
ESD  when  that  change  was  instituted.  This  matter  is  discussed  on  page 
31  of  the  accompanying  report. 

Cash  receipts  for  four  programs  are  different  from  information  we 
received  from  the  federal  government  because  ESD  and  the  federal  govern- 
ment used  different  methods  to  record  two  cash  receipt  transfers  between 
programs.   The  first  transaction  involved  $152,000  which  was  transferred 
between  two  similar  Work  Incentive  (WIN)  programs.   Although  these 
programs  are  similar,  the  federal  government  required  ESD  to  transfer 
the  funds,  which  it  did.   Because  of  the  difference  in  accounting  methods 
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the  amounts  are  shown  in  different  programs  by  ESD  and  the  federal 
government.   In  the  second  transaction,  $639,058  was  transferred  between 
two  WIN  local  project  accounts.   This  transaction  was  recorded  the  same 
as  the  one  previously  discussed  and  the  programs  involved  differ  by 
$639,058. 

In  our  opinion,  based  upon  our  examination  and  the  report  of  other 
auditors,  which  report  relates  to  all  receipts  and  expenditures  for  the 
CETA  Institutional,  CETA  OJT,  PSE  Title  I,  CETA  PSE  Title  II  and  CETA 
PSE  Title  IV  programs  and  the  first  $282,000  of  receipts  and  expendi- 
tures for  the  CETA  CEP  program,  due  to  the  material  nature  of  the 
matters  discussed  in  the  preceding  paragraphs,  the  aforementioned 
financial  statements  do  not  fairly  present  the  financial  position  of  the 
Employment  Security  Division  of  the  Department  of  Labor  and  Industry  at 
June  30,  1975  or  the  receipts  and  expenditures  for  the  year  then  ended. 

Respectfully  submitted, 


Morris  L.  Brusett,  C.P.A. 
Legislative  Auditor 


May  7,  1976 
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COMMENTS 
GENERAL 

The  Employment  Security  Division  of  the  Montana  Department  of  Labor 
and  Industry  was  created,  in  its  present  form,  by  section  82A-1006, 
R.C.M.  1947,  of  the  Executive  Reorganization  Act  of  1971.   Section  82A- 
1007,  R.C.M.  1947,  abolished  the  old  Employment  Security  Commission  and 
transferred  most  of  its  functions  to  the  newly  created  division. 

The  division  is  comprised  of  three  bureaus:   the  Unemployment 
Insurance  Bureau,  which  handles  unemployment  benefit  payments  and  the 
unemployment  trust  fund;  the  Employment  Service  Bureau,  which  handles 
job  service,  job  referral,  testing  and  counseling,  and  training  pro- 
grams; and  the  Administrative  Services  Bureau,  which  performs  service 
functions  for  the  other  bureaus.   Each  bureau  is  headed  by  a  deputy 
administrator  who  controls  all  sections  within  his  bureau.   The  division 
administrator  is  appointed  by  the  Commissioner  of  Labor  and  Industry. 

The  purpose  of  the  division  as  it  relates  to  the  payment  of  unem- 
ployment benefits  is  stated  in  section  87-102,  R.C.M.  1947,  as  follows: 
"DECLARATION  OF  STATE  PUBLIC  POLICY" 

"As  a  guide  to  the  interpretation  and  application  of  this  act,  the 
public  policy  of  this  state  is  declared  to  be  as  follows:   Economic 
insecurity  due  to  unemployment  is  a  serious  menace  to  the  health, 
morals,  and  welfare  of  the  people  of  this  state.   Involuntary 
unemployment  is  therefore  a  subject  of  general  interest  and  concern 
which  requires  appropriate  action  by  the  legislature  to  prevent  its 
spread  and  to  lighten  its  burden  which  now  so  often  falls  with 
crushing  force  upon  the  unemployed  worker  and  his  family.   The 
achievement  of  social  security  requires  protection  against  this 
greatest  hazard  of  our  economic  life.   This  can  be  provided  by 
encouraging  employers  to  provide  more  stable  employment  and  by  the 
systematic  accumulation  of  funds  during  periods  of  employment  to 
provide  benefits  for  periods  of  unemployment  thus  maintaining 
purchasing  power  and  limiting  the  serious  social  consequences  of 
poor  relief  assistance.   The  legislature,  therefore,  declares  that 
in  its  considered  judgment  the  public  good,  and  the  general  welfare 
of  the  citizens  of  this  state  require  the  enactment  of  this  measure 


under  the  police  powers  of  the  state  of  the  compulsory  setting 
aside  of  unemployment  reserves  to  be  used  for  the  benefit  of 
persons  unemployed  through  no  fault  of  their  own." 

The  Employment  Security  Division  (ESD)  is  financed  totally  from  tax 
contributions  made  by  Montana  employers  and  from  money  received  from  the 
federal  government.   The  division  spent  nearly  $43,000,000  during  fiscal 
year  197A-75  for  the  payment  of  benefits  to  unemployed  persons,  agency 
administration  and  various  other  programs.   Our  audit  revealed  several 
problems  or  potential  problems  in  the  operation  of  the  division.   A 
discussion  of  these  matters,  along  with  our  recommendations  for  solving 
them,  are  presented  in  the  report  sections  that  follow. 
AGENCY  ACCOUNTING 

During  our  audit  work  at  ESD,  we  found  that  no  one  person  or  section 
within  the  agency  could  fully  explain  and  disclose  to  us  the  financial 
operations  of  the  agency.   The  agency  maintains  three  separate  general 
ledgers,  each  of  which  duplicates  some  information  contained  in  one  or 
both  of  the  other  two,  and  each  one  also  contains  information  not  found 
in  the  others.   In  addition,  certain  financial  information,  such  as 
accounts  receivable  relating  to  unemployment  insurance  benefit  payments, 
is  not  recorded  in  any  of  the  three  general  ledgers. 

These  inadequacies  and  duplications  exist  due  to  the  lack  of  a  com- 
prehensive financial  accounting  system  and  the  absence  of  a  chief  finan- 
cial officer  for  the  agency.   We  found  it  extremely  difficult  at  times 
to  determine  which  ledger  was  the  official  accounting  record  of  the 
agency  and  what  account  balances  actually  existed  within  the  agency. 
These  inefficiencies  appear  to  be  the  result  of  the  current  organization 
of  the  agency  and  a  severe  lack  of  communications  between  the  various 
sections  within  the  agency.   At  the  present  time,  accounting  functions 
are  controlled  by  at  least  four  sections  within  the  agency. 
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The  fiscal  section  controls  most,  but  not  all,  accounting  functions 
for  ESD,  including  maintenance  of  the  federal  cost  accounting  system 
used  by  ESD.   The  contributions  section  maintains  a  hand-kept  general 
ledger  dealing  with  the  unemployment  trust  fund,  contributions  received 
from  employers  and  other  related  accounts.   The  contributions  section 
also  maintains  control  of  the  ESD  cashier's  office.   The  benefits  section 
has  full  control  of  all  ledgers  dealing  with  accounts  receivable  from 
benefit  overpayments.   The  manpower  section  maintains  control  of  files 
and  ledgers  concerning  Concentrated  Employment  and  Training  Act  (CETA) 
and  Manpower  Development  and  Training  Act  (MDTA)  accounts  receivable. 

Many  of  the  problems  discussed  in  this  report  would  be  reduced  or 
nonexistent  if  ESD  financial  accounting  activities  were  consolidated  in 
one  section  within  the  agency  and  if  employees  and  supervisors  handling 
accounting  records  possessed  adequate  accounting  knowledge.   Several 
items  resulting  from  these  problems  are  listed  below: 

1.  The  balance  of  the  Montana  unemployment  insurance  trust  fund 
at  June  30,  1975  is  understated  by  nearly  $599,000  on  an  ESD 
general  ledger  (see  page  3l) • 

2.  ESD  does  not  always  notify  claimants  when  they  establish 
accounts  receivable  due  to  benefit  overpayments,  and  ESD  does 
not  send  periodic  billings  for  accounts  receivable  (see  page 
46). 

3.  ESD  does  not  promptly  prepare  and  send  delinquent  assessments 
to  employers  who  fail  to  submit  quarterly  contribution  and 
wage  report  forms  (see  page  47). 

4.  Penalty  and  interest  receipts  are  misstated  on  the  ESD  fiscal 
section  general  ledger  because  they  are  not  initially  recorded 
by  the  fiscal  section  (see  page  38) . 


5.  The  subsidiary  ledger  for  a  portion  of  penalty  and  interest 
receivable  is  inadequate  (see  page  50) . 

6.  The  balance  of  the  ESD  dishonored  checks  account  is  misstated 
because  of  errors  in  accounting  for  payments  received  for  this 
account  (see  page  55). 

7.  Several  large  groups  of  accounts  receivable  are  not  recorded 
on  an  ESD  general  ledger  (see  page  58)  . 

Unless  centralized,  professional  accounting  control  and  supervision  is 
provided  over  ESD  accounting  functions,  these  problems  will  continue  to 
exist  and  increase. 

Other  problems  we  found  were  caused  by  the  low  priority  given  to 
accounting  tasks  by  ESD  management  personnel.    During  periods  when  the 
claim  load  at  ESD  is  very  high,  little  time  is  spent  on  accounting 
functions  in  certain  ESD  sections.   The  payment  of  benefits  is  the 
primary  function  of  those  sections,  as  it  should  be,  and  accounting  and 
bookkeeping  is  secondary.   These  problems  include  the  following: 

1.  Unemployment  insurance  accounts  receivable  were  not  all  recorded 
in  the  accounting  records  at  June  30,  1975  (see  page  49). 

2.  Interstate  accounts  receivable  were  not  promptly  established 
and  billed  during  fiscal  year  1974-75  (see  page  50) . 

3.  The  unemployment  insurance  accounts  receivable  clerk  was  not 
able  to  keep  current  in  her  work  during  fiscal  year  1974-75, 
resulting  in  untimely  processing  of  payments  and  misstatements 
in  the  account  balances. 

As  a  result  of  the  lack  of  an  agency-wide  accounting  system,  we  had 
great  difficulty  isolating  fiscal  year  1974-75  transactions  within  the 
agency.   At  times,  we  spent  many  hours  trying  to  determine  the  trans- 
action population  we  needed  to  audit  and  a  suitable  way  to  select  sample 
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items  for  detailed  audit  testing.   A  good  agency  accounting  system 
should  provide  access  to  transactions  for  each  fiscal  year  and  allow  for 
subsequent  verification  of  transactions  and  account  balances. 

In  order  to  correct  the  problems  described  above  and  elsewhere  in 
this  report,  control  of  all  accounting  and  bookkeeping  functions  at  ESD 
should  be  transferred  to  the  fiscal  section.   This  section  should  have 
primary  responsibility  for  the  prompt  and  proper  disposition  of  all  ESD 
accounting  and  bookkeeping  functions  and  for  establishing  an  agency-wide 
system  of  financial  reporting  and  accountability  that  will  provide  for 
adequate  disclosure  of  accounting  data  to  employers  and  managers  who 
need  that  data.   The  system  should  also  provide  assurance  that  all 
account  balances  are  disclosed  in  a  single  agency  general  ledger  system. 

When  the  fiscal  section  assumes  these  added  responsibilities  from 
other  sections,  it  should  also  be  given  the  staff  positions  necessary  to 
adequately  perform  its  duties.   These  staff  positions  should  come  from 
the  sections  that  will  no  longer  be  performing  accounting  and  bookkeep- 
ing functions.   These  positions  should  be  filled  by  professional  account- 
ants, capable  of  redesigning  and  properly  supervising  the  accounting 
system. 

Proper  implementation  of  the  changes  discussed  above,  along  with 
implementation  of  other  recommendations  made  in  this  report,  especially 
those  on  pages  31,  33,  and  60,  should  provide  ESD  with  an  adequate 
agency  accounting  and  reporting  structure.   These  changes  should  be 
Implemented  and  carried  out  under  the  close  supervision  of  a  chief 
financial  officer  supported  by  a  professional  accounting  staff. 
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RECOMMENDATION 

We  recommend  that  ESD: 

1.  Transfer  control  of  alt  agency  accounting  and  bookkeeping 
functions  to  the  fiscal  section. 

2.  Allocate  sufficient  time  and  qualified  staff  to  the 
fiscal  section  to  insure  adequate  performance  of  accounting 
functions . 

3.  Place  all  accounts  and  account  balances  within  a  single 
general   ledger  system  which  will  be  the  responsibility  of 
a  chief  financial  officer. 

4.  Establish  an  agency-wide  financial  accountability  and 
reporting  system  to  insure  prompt  delivery  of  information 
to  and  from  the  fiscal  section. 

Duplicate  Accounting  Systems 

ESD  currently  maintains  two  large  accounting  systems  for  the  agency. 
These  two  systems,  the  Statewide  Budgeting  and  Accounting  System  (SBAS) 
and  the  State  Accounting  System  (provided  by  the  U.S.  Department  of 
Labor) ,  provide  much  of  the  same  information,  although  system  reports 
use  different  formats  to  present  information.   Maintenance  of  these 
duplicate  systems  creates  a  significant  amount  of  extra  cost  to  ESD  and 
extra  work  for  ESD  fiscal  department  personnel.   In  addition,  mainte- 
nance of  duplicate  systems  makes  it  difficult  for  ESD  to  make  accounting 
entries  on  a  timely  basis. 

Our  review  of  this  situation  revealed  that  it  is,  at  the  present 
time,  mandatory  that  ESD  use  both  of  these  accounting  systems.   Section 
82-110,  R.C.M.  1947,  which  establishes  the  requirement  that  ESD  use 
SBAS,  states  that: 
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"The  department  (of  Administration)  shall  prescribe  and  install 
uniform  accounting  and  reporting  for  all  state  agencies  and  insti- 
tutions ..." 

Additionally,  SBAS  has  the  capability  to  account  for  many  agency  trans- 
actions and  activities  which  the  Department  of  Labor  system  does  not. 
The  Department  of  Labor  system  was  not  designed  to  be  an  agency  accounting 
system. 

The  U.S.  Department  of  Labor  requires  that  all  state  employment 
security  agencies  submit  cost  accounting  reports  produced  by  the  federally 
sponsored  state  accounting  system  to  the  Department  of  Labor,   If  the 
proper  reports  are  not  submitted,  the  state  agencies  will  lose  their 
federal  funds. 

Maintenance  of  duplicate  accounting  systems  creates  significant 
problems  for  ESD  and  results  in  significant  cost  to  the  agency.   In 
order  to  alleviate  these  problems  and  reduce  ESD  costs,  the  Department 
of  Administration  should,  under  the  authority  granted  in  section  82-110, 
R.C.M.  1947,  establish  a  combined  task  force  of  selected  ESD  fiscal 
section  employees.  Department  of  Administration  Accounting  Division  and 
Management  Systems  Division  employees,  and  representatives  from  the  U.S. 
Department  of  Labor  Manpower  Administration  to  review  the  two  systems 
currently  in  use  at  ESD  and  determine  what  alternatives  exist  for 
elimination  of  the  duplication.   Any  solution  developed  by  this  task 
force  should  provide  a  system  which  is  capable  of  accounting  for  ESD's 
total  agency  operations.   ESD  currently  suffers  from  a  lack  of  agency- 
wide  management  information,  as  illustrated  by  management's  lack  of 
knowledge  of  the  condition  of  various  accounts  receivable.   SBAS  currently 
provides  the  capability  to  account  for  accounts  receivable,  but  ESD  does 
not  utilize  this  capability. 
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Other  important  attributes  which  the  task  force  should  consider 
when  reviewing  possible  solutions  should  include  the  adequacy  of  reports 
for  evaluating  agency  operations,  ease  of  transaction  input  into  the 
system,  and  accounting  controls  built  into  the  system. 

RECOMMENDATION 

We  Teoommend  that  the  Department  of  Administration  establish  a  task 
force  under  the  authority  granted  in  section  82-120,   R.C.M.    1947, 
to  study   the  systems  currently  in  use  at  ESD  and  provide  a 
solution  for  the  current  duplication. 

BENEFIT  PAYMENT  BANK  ACCOUNTS 

ESD  currently  controls  three  treasury  bank  accounts  under  authority 
granted  by  the  Department  of  Administration  and  the  state  treasurer. 
Two  of  the  accounts  are  used  for  the  payment  of  benefits  to  ESD  claim- 
ants, and  the  third  is  a  clearing  account  used  to  hold  employer  tax 
receipts  until  they  are  transferred  to  the  Montana  Unemployment  Insur- 
ance Trust  Fund  in  the  U.S.  Treasury. 

These  accounts  were  established  to  provide  a  method  of  withdrawing 

money  from  treasury  accounts  in  compliance  with  section  87-113,  R.C.M. 

1947.   This  section  states,  in  part,  that: 

"...  The  division  shall  from  time  to  time  requisition  from 
the  unemployment  trust  fund  such  amounts,  not  exceeding  the  amounts 
standing  to  this  state  account  therein,  as  it  deems  necessary  for 
the  payment  of  benefits  for  a  reasonable  future  period.   Upon 
receipt  thereof  the  treasurer  shall  deposit  such  moneys  in  the 
benefit  account  and  shall  issue  his  warrants  for  the  payment  of 
benefits  solely  from  such  benefit  account.   Expenditures  of  such 
moneys  in  the  benefit  account  and  refunds  from  the  clearing  account 
shall  not  be  subject  to  any  provisions  of  law  requiring  specific 
appropriations  or  other  formal  release  by  state  officers  of  money 
in  their  custody  ...." 
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In  addition,  this  section  states  that: 

"All  warrants  issued  by  the  treasurer  for  payment  pursuant  to  this 
section  shall  bear  the  signature  of  the  treasurer  and  the  counter- 
signature of  a  member  of  the  division  or  its  duly  authorized  agent 
for  that  purpose." 

The  result  of  the  provisions  of  section  87-113,  R.C.M.  1947,  quoted 
above,  and  the  management  of  three  treasury  bank  accounts  by  ESD  is  a 
severe  lack  of  internal  control  over  the  moneys  involved;  duplication  of 
efforts  between  state  agencies;  and  a  loss  of  interest  income  to  the 
state  of  Montana. 

Internal  control  over  these  moneys  is  limited  because  ESD  performs 
all  functions  relating  to  these  bank  accounts,  including  depositing 
funds,  writing  checks  on  the  accounts  and  performing  bank  reconcili- 
ations.  ESD  provides  account  balances  to  the  state  treasurer's  office 
for  use  in  the  overall  reconciliation  of  cash  in  treasurer's  demand 
accounts.   If  these  accounts  were  merged  with  the  state  treasurer's 
demand  account  under  the  one-bank  system  now  used  by  the  state  trea- 
surer, all  bank  reconciliations  and  bank  deposits  could  be  handled  by 
the  treasurer  as  a  matter  of  routine  with  little  additional  work. 
Having  the  treasurer  perform  the  functions  discussed  above  will  increase 
internal  control  over  the  money  involved  because  the  treasurer,  as 
custodian  of  all  state  money,  has  established  cash  handling  and  account- 
ing procedures  which  are  more  sophisticated  than  those  used  by  ESD. 

Duplication  of  functions  exists  relating  to  ESD  check  writing, 
signing,  mailing,  storage  and  control.   The  State  Auditor's  office 
currently  maintains  centralized  systems  for  all  these  functions  in  the 
normal  warrant  writing  procedures.   If  ESD  used  state  warrants  for  all 
payments,  including  unemployment  insurance  benefits,  substantial  amounts 
of  ESD  staff  time,  which  is  now  spent  controlling  and  accounting  for 
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checks,  would  be  free  to  use  in  other  areas  of  ESD  agency  operations. 
In  addition,  certain  internal  controls  built  into  the  State  Auditor's 
warrant  system  and  not  currently  in  ESD  agency  controls  would  enhance 
control  and  protect  ESD  payments. 

Investment  earnings  lost  because  ESD  maintains  treasury  bank  accounts 
outside  the  normal  one-bank  state  system  are  substantial.   The  average 
total  bank  statement  balances  for  ESD  controlled  treasury  bank  accounts 
was  $1,361,69A  for  each  month-end  during  fiscal  year  1974-75.   Using  an 
interest  rate  of  8.59  percent  (the  rate  earned  by  the  state  treasurer  on 
money  invested  by  the  Board  of  Investments  during  fiscal  year  1974-75) 
the  investment  earnings  lost  were  approximately  $116,969.   These  earnings 
for  the  state's  general  fund  would  more  than  offset  the  costs  incurred  by 
the  state  treasurer  and  State  Auditor  in  providing  their  services  to  ESD. 

We  realize  that  certain  problems  would  be  created  if  ESD  were  to 
use  the  regular  state  claim-warrant  process  for  making  benefit  payments. 
These  problems  include  turn-around  time  for  producing  warrants  and  the 
large  volume  of  input  documents  necessary  to  create  the  warrants.   ESD 
officials  should  work  with  the  Department  of  Administration  to  overcome 
these  problems.   Until  that  time,  they  should  continue  to  process  their 
own  payments.   However,  payments  should  be  made  on  state  warrants  instead 
of  agency  checks  which  are  now  used  so  that  the  bank  accounts  can  still 
be  transferred  to  the  custody  of  the  state  treasurer.   After  writing  the 
warrants,  ESD  must  transfer  them  to  the  State  Auditor  for  signing. 

In  order  to  clear  the  way  for  implementation  of  the  changes  dis- 
cussed above,  ESD  should  seek  legislation  to  amend  section  87-113, 
R.C.M.  1947,  to  allow  the  use  of  state  warrants  signed  by  the  State 
Auditor  for  making  unemployment  insurance  benefit  payments. 
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RECOMMENDATION 

Ue  reaommend  that  ESD: 

1.  Adopt  the  use  of  state  warrants  for  the  payment  of 
unemployment  insurance  benefits. 

2.  Seek  legislation  amending  section  87-llS,   R.C.M.    1947,    to 
allow  the  use  of  state  warrants  signed  by  the  State 
Auditor  for  payment  of  unemployment  insurance  benefits. 

3.  Transfer  control  of  all  treasujcy  bank  accounts  to  the 
state  treasurer. 

PERSONAL  SERVICES 

Personal  services  expenditures  reported  by  ESD  during  fiscal  year 
1974-75  were  $4,918,561— $4, 359, 263  for  salaries  and  $559,298  for 
employee  benefits.   This  is  11  percent  of  total  agency  expenditures  and 
69  percent  of  administrative  expenditures  for  the  year.   Because  of  the 
significance  of  payroll  expenditures  to  total  administrative  expendi- 
tures, the  division  needs  an  adequate  system  to  control  and  review  these 
expenditures.   The  discussions  that  follow  deal  with  personnel  and 
payroll  procedure  problems  which  we  noted  during  our  audit. 
Personnel  Files 

The  payroll  clerk  controls  personnel  files  at  ESD.   In  our  tests  of 
payroll  transactions,  we  reviewed  personnel  files  for  115  employees.   In 
94  of  these  files  we  found  inadequate  documentation  for  payroll  deduc- 
tions such  as  health  insurance,  credit  union,  and  savings  bonds.   In 
most  instances,  the  employee  had  not  signed  the  payroll  status  forms 
which  established  the  deduction.   According  to  the  payroll  clerk,  these 
were  not  signed  because  it  took  too  much  time  and  would  delay  the  payroll. 
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In  order  to  increase  control  over  payroll  transactions  and  provide 
for  a  proper  segregation  of  duties  between  payroll  and  personnel  func- 
tions, control  of  personnel  files  should  be  the  responsibility  of  some- 
one outside  the  payroll  department,  and  all  payroll  status  forms  should 
be  signed  by  the  employee  involved.   The  time  necessary  for  this  is 
justified  because  without  these  documents  properly  signed,  the  division 
cannot  prove  that  the  employee  actually  authorized  the  payroll  deduc- 
tions or  knew  of  the  payroll  changes. 

RECOMMEmATION 

VJe  recommend  that  BSD: 

1.  Transfer  control  of  personnel  files   to  an  employee  outside 
the  payroll  department. 

2.  Require   that  employees  sign  all  payroll  status  forms  or 
other  documentation  authorizing  each  payroll  change. 

Condition  of  Payroll  Records 

During  our  review  of  payroll  transactions,  we  found  that  many 
payroll  records  at  the  Employment  Security  Division  were  not  properly 
filed  or  controlled.   Because  of  this,  we  found  it  difficult  at  times  to 
locate  the  information  we  needed  to  perform  our  audit.   Employee  with- 
holding exemption  certificates  (W-4  form)  files  were  not  current;  pre- 
payroll  and  payroll  detail  listings  had  not  been  bound  for  several 
months;  new  employee  service  records  had  not  been  filed  since  the  state- 
wide classification  and  pay  plan  took  effect;  longevity  raises  had  been 
given  to  four  employees  but  had  not  been  posted  to  their  employee  service 
records;  and,  in  two  instances,  leave  without  pay  had  not  been  posted 
from  request  forms  to  employee  attendance  records. 
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In  order  to  maintain  adequate  control  over  payroll  transactions  and 
personnel  records,  all  of  these  files  should  be  kept  current  and  in 
their  proper  places.   This  would  provide  easy  access  to  information  by 
Employment  Security  Division's  staff  and  would  avoid  wasting  time 
searching  for  lost  records. 

RECOMMENDATION 

We  veaommend  that  ESD  keep  payroll  and  personnel  files  current  and 
orderly  at  all  times. 

Internal  Control 

Payroll  internal  control  procedures  currently  in  effect  at  ESD  are 
inadequate.   The  payroll  clerk  performs  incompatible  functions,  which 
provides  the  opportunity  for  unauthorized  and  incorrect  adjustments  to 
the  biweekly  payroll  and  misappropriation  of  payroll  warrants. 

Presently,  the  payroll  clerk  prepares  the  pre-payroll  and  payroll 
status  forms  and  presents  them  to  the  deputy  administrator  for  admini- 
strative services,  who  reviews  them  and  returns  them  unsigned.   The 
payroll  clerk  then  stamps  the  administrator's  signature  on  the  documents 
and  sends  them  to  central  payroll  for  processing.   In  order  to  ade- 
quately control  such  payroll  transactions,  the  administrator  or  his 
appointed  assistant  should  review  and  personally  sign  the  pre-payroll 
and  all  payroll  status  forms.   Once  these  documents  are  reviewed  and 
signed,  they  should  send  them  directly  to  central  payroll  without  returning 
them  to  the  payroll  clerk. 

When  the  State  Auditor's  Office  has  processed  the  payroll  and  has 
written  the  warrants,  ESD  personnel  pick  them  up  and  deliver  them  to  the 
payroll  clerk  who  sorts  them  by  department  and  local  office.   The 
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various  main  office  departments  pick  up  their  payroll  warrants  and 
distribute  them  to  employees.   The  payroll  clerk  mails  warrants  to  each 
local  office.   They  are  distributed  by  local  office  personnel.   Neither 
the  local  office  nor  the  main  office  departments  receive  a  listing  of 
warrants  or  payroll  expenses  by  individual  charged  to  them  to  use  in 
conjunction  with  their  payroll  distribution  or  personnel  management.   In 
order  to  provide  adequate  control  over  payroll  warrants  and  payroll 
expense,  the  payroll  clerk  should  not  receive  the  payroll  warrants. 

In  our  recent  audit  report  on  Warm  Springs  State  Hospital  we  recom- 
mended that  the  State  Auditor's  Office  and  the  Department  of  Administra- 
tion determine  the  feasibility  of  depositing  state  employees'  salaries 
directly  in  their  bank  or,  where  this  is  not  possible,  mailing  warrants 
directly  to  employees.   This  procedure  would  eliminate  the  weaknesses 
described  above  and  save  time  for  ESD  personnel  now  involved  in  the 
warrant  distribution. 

Prior  to  determination  of  the  feasibility  of  the  above-described 
procedures,  ESD  should  assign  payroll  warrant  distribution  and  control 
duties  to  someone  independent  of  the  payroll  preparation  process.   In 
order  to  provide  additional  control  over  payroll  expenses,  each  depart- 
ment head  and  local  office  manager  should  receive  a  copy  of  the  pre- 
payroll  listing  of  payroll  transactions  charged  against  his  department 
or  office  each  pay  period.   These  managers  should  review  the  listing  and 
immediately  report  all  discrepancies  in  writing  to  the  fiscal  bureau 
administrator. 

RECOMMENDATION 

We  vecorrmend  that  ESD: 
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1.  Provide  for  the  signing  of  pre-payrolls  by  an  appropriate 
BSD  official. 

2.  Provide  for  proper  signing  of  payroll  status  forms  by 
employees  and  administrators . 

2.        Deliver  pre-payrolls  and  payroll  status  forms  directly   to 
central  payroll  from  those  signing  the  forms. 

4.  Provide  for  delivery  of  payroll  warrants  to  someone  other 
than  the  payroll  clerk. 

5.  Provide  department  heads  and  local  office  managers  with  a 
listing  of  the  payroll  transactions  charged  to  their 
department  or  office. 

Time  Distribution  Reports 

Every  Employment  Security  Division  employee  prepares  a  monthly  time 
distribution  report  to  record  hours  worked  by  program.   The  reports  are 
prepared  and  signed  by  the  employee  in  pencil.   The  employee  gives  his 
time  report  to  his  supervisor  who  reviews  and  signs  it  and  sends  it  to 
the  central  office  fiscal  section.   The  central  office  fiscal  section 
reviews  the  time  report  and  uses  it  as  the  basis  for  cost  accounting 
distributions  of  payroll  expense  to  various  programs. 

During  our  review  of  payroll  transactions,  it  appeared  that  changes 
had  been  made  on  these  time  distribution  reports  after  they  reached  the 
central  office  and  without  the  knowledge  of  the  employee.   A  detailed 
analysis  of  selected  reports  and  a  comparison  with  records  from  local 
offices  revealed  that  at  least  5,400  man-hours  representing  about 
$300,000  of  payroll  expense  had  been  transferred  between  programs  during 
the  fiscal  year  through  charges  on  time  records. 
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ESD  fiscal  department  employees  acknowledged  that  they  changed 
these  reports  without  the  knowledge  or  approval  of  the  persons  signing 
the  reports.   They  said  that  the  changes  were  made  for  two  reasons. 
First,  to  correct  errors  made  by  employees  and  second,  to  stay  within 
program  budget  limits  established  by  the  federal  government.   Approxi- 
mately $210,000  of  the  changes  were  for  the  first  reason  and  $90,000 
were  for  the  second.   The  officials  indicated  that  employees  and  their 
supervisors  were  not  notified  because  they  would  have  been  confused  by 
the  changes. 

The  purpose  of  the  cost  accounting  system  currently  in  use  at  ESD 
is  to  provide  agency  management  and  the  federal  government  with  program 
cost  information  for  use  in  evaluating  the  effectiveness  and  efficiency 
of  programs  currently  in  operation.   Changing  these  time  distributions 
removes  any  value  which  the  cost  accounting  information  has  for  manage- 
ment and  for  budgeting  purposes.   If  this  erroneous  information  is  used 
by  agency  management  and  federal  officials  to  make  budget  decisions  and 
perform  program  evaluations,  it  is  certain  to  result  in  uninformed 
decisions  and  inefficiency.   In  an  audit  report  released  September  11, 
1975,  the  U.S.  Department  of  Labor  acknowledged  that  this  type  of  problem 
exists  in  states  other  than  Montana  and  that  it  is  caused,  in  part,  by 
artificial  program  budget  restrictions  imposed  by  the  federal  government. 

Although  we  realize  that  these  problems  exist  at  ESD,  agency  officials 
should  not  change  time  distributions  unless  it  is  necessary  to  correct 
employee  errors.   In  these  instances,  the  employee  involved  should  be 
notified  of  the  change.   If  this  cannot  be  done  under  the  current  system, 
ESD  should  actively  seek  a  solution  for  the  problem. 
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We  also  found  during  our  review  that,  in  several  instances,  super- 
visors' signatures  were  not  on  time  reports.   In  other  cases,  employees 
signed  reports  before  the  end  of  the  month  so  that  if  they  were  out  of 
the  office  on  the  day  the  reports  were  due,  supervisors  could  complete 
and  submit  them  to  the  central  office  without  delay. 

In  order  to  prevent  the  undetectable  alteration  of  time  distribution 
reports  and  to  preserve  the  validity  of  ESD  cost  accounting  information, 
ESD  employees  should  prepare  and  sign  the  reports  in  ink  after  the  end 
of  each  month.   Supervisors  should  also  sign  the  reports  in  ink.   Any 
corrections  made  should  be  in  red  and  initialed  by  the  person  making  the 
changes.   The  employee  should  be  notified  of  any  changes,  and  his 
approval  should  be  obtained.   In  order  to  provide  an  audit  trail  for 
information  on  time  distribution  reports  and  to  provide  backup  in  case  a 
report  is  lost,  department  heads  and  local  office  managers  should  retain 
copies  of  all  time  distribution  reports  submitted  to  the  fiscal  department. 

RECOMMENDATION 

We  reaommend  that  ESD  work  with  the  U.S.    Department  of  Labor  to 
resolve  the  problems  currently  being  encountered  with  the  cost 
accounting  system  and,    in  the  meantime  require   that: 

1.  Employees  prepare  time  distribution  reports  in  ink. 

2.  Employees  and  their  supervisors  sign  time  distribution 
reports  in  ink. 

Z.        Employees  stop  presigning  time  distribution  reports. 

4.  Time  distribution  reports  be  changed  only  with  the  knowledge 
and  approval  of  the  employee  who  prepared  the  report. 

5.  Changes  on  time  distribution  reports  be  clearly  marked 
and  initialed  by   the  person  making  the  changes. 
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6.        Department  heads  and   local  office  managers  retain  copies 
of  all  time  distribution  reports. 

Payroll  Accruals 

Accruals  for  state  matching  portions  of  employee  payroll  taxes  are 
understated  on  the  ESD  fiscal  section  general  ledger  at  June  30,  1975  by 
nearly  $15,000.   At  each  year-end,  ESD  closes  accruals  for  these  taxes 
into  "Accounts  Payable  to  Vendors"  accounts.   This  results  in  an  under- 
statement of  payroll  tax  accruals  and  an  overstatement  of  accounts 
payable  to  vendors  at  year-end.   During  July  of  each  fiscal  year,  the 
payroll  tax  accruals  are  reestablished  and  accounts  payable  to  vendors 
are  reduced. 

In  order  to  adequately  disclose  the  status  of  payroll  expenses  and 
payroll  tax  accruals  at  year-end  and  to  eliminate  the  overstatement  of 
accounts  payable  to  vendors,  the  payroll  tax  accruals  should  be  left  on 
the  general  ledger  at  year-end. 

RECOmEmkTIOl^ 

We  recommend  that  ESD  properly  record  payroll  tax  accruals  at 
year-end. 

Non-Competitive  Promotions 

The  Employment  Security  Division  uses  non-competitive  promotions 
through  the  state  merit  system  to  promote  employees  to  higher  job  classi- 
fications within  the  agency.   In  a  non-competitive  promotion  one  employee 
is  allowed  to  take  the  merit  system  test  for  a  vacant  position  without 
competition  from  other  employees  or  outside  persons.   If  the  person 
passes  the  test,  even  with  a  minimum  score,  he  is  promoted  to  the  new 
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job.   The  result  of  this  is  that,  in  many  cases,  highly  qualified  job 
applicants  are  never  considered  for  these  positions  and  the  basic  pur- 
pose of  the  Merit  System  is  violated. 

In  another  problem  related  to  employee  promotions  at  ESD,  we  found 
that  in  several  instances  ESD  promoted  employees  and  gave  them  salary 
adjustments  before  they  passed  the  merit  system  exam  for  a  position. 
This  early  promotion  gives  the  employee  a  distinct  advantage  in  getting 
a  high  merit  system  rating  because  he  can  list  experience  in  the  job 
involved  before  he  takes  the  test.   Previous  experience  is  counted 
heavily  in  the  computation  of  merit  system  ratings  for  job  applicants. 

In  order  to  maintain  high  quality  staff,  ESD  should  limit  the  use 
of  non-competitive  promotions  to  those  situations  where  a  definite 
advantage  to  the  agency  is  evident.   The  reasons  for  non-competitive 
promotions  should  be  documented  in  writing  and  placed  in  the  employee's 
personnel  file.   In  addition,  ESD  should  give  an  employee  a  promotion 
and  pay  rate  adjustment  only  after  the  employee  has  passed  the  merit 
system  test  for  the  position. 

RECOMMENDATION 

We  recommend  that  ESD  limit  promotions  prior  to  an  employee's 

passing  the  merit  system  test  and  limit  non- competitive  promotions 
to  those  instances  where  it  can  be  clearly  shown  that  the  promotions 
are  to  the  advantage  of  the  agency. 

CASH 

Cash  on  deposit  in  accounts  controlled  by  the  Employment  Security 
Division  at  June  30,  1975  exceeded  $10,000,000.   This  includes  nearly 
$9,000,000  in  the  Montana  Unemployment  Trust  Fund  held  by  the  U.S. 
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Treasury  and  over  $1,000,000  in  treasury  bank  accounts  in  Helena  banks. 

This  cash  is  available  for  use  in  paying  various  types  of  benefits  at 

ESD  and,  in  limited  amounts,  for  supporting  the  administration  of  the 

agency.   Our  audit  testing  of  these  cash  accounts  revealed  the  problems 

discussed  below. 

Timely  Bank  Deposits 

During  our  audit  work  in  the  ESD  cashier's  office  we  noted  several 

instances  when  a  large  amount  of  cash  was  on  hand  in  the  office  at  the 

end  of  the  day.   This  money  is  stored  in  the  cashier's  safe  until  it  can 

be  processed.   In  some  cases  money  is  held  two  or  more  weeks  before 

being  deposited.   Section  2-1210.22  of  the  Montana  Administrative  Manual 

states  that: 

"All  monies  received  shall  be  deposited  either  with  the  State 
Treasurer  or  in  a  depository  approved  by  the  State  Treasurer 
whenever  the  amount  of  coin  and  currency  requiring  deposit  exceeds 
$100  or  total  collections  exceed  $500.   In  any  event,  all  monies 
collected  shall  be  deposited  at  least  weekly." 

Items  held  and  not  deposited  include  collections  not  easily  iden- 
tified with  particular  programs  and  collections  for  accounts  receivable. 
If  employees  in  the  cashier's  office  do  not  know  which  account  should 
receive  the  collection,  they  should  deposit  it  in  a  clearing  account  and 
transfer  the  amount  to  the  proper  account  when  it  has  been  identified. 

RECOMMENDATION 

We  recommend  that  ESD  deposit  all  receipts  in  accordance  with 
section  2-1210.22  of  the  Montana  Administrative  Manual. 

Control  Over  Cash  Receipts  and  Disbursements 

Adequate  control  over  cash  transactions  is  necessary  In  order  to 
help  assure  management  that  agency  cash  is  not  lost  or  misused.   Our 
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review  of  cash  transactions  at  ESD  revealed  the  following  internal  con- 
trol weaknesses  that  require  correction. 

— Cancelled  checks  are  filed  in  more  than  one  place,  and  respon- 
sibility for  cancelled  checks  is  not  limited  to  one  person. 
Therefore,  the  checks  are  difficult  to  locate,  and  when  checks 
are  missing,  no  person  is  responsible. 

— The  combination  to  the  cashier's  office  safe  is  not  changed 
periodically  or  at  each  cashier's  office  personnel  change. 

— Proper  segregation  of  duties  between  persons  receiving  and 
recording  cash  receipts  for  the  clearing  account  and  those 
reconciling  the  account  does  not  exist. 

— Stale-dated  checks  are  not  written  off  on  a  timely  basis. 

— Mail  containing  cash  receipts  is  not  opened  in  the  cashier's 
office. 

— Checks  are  not  restrictively  endorsed  immediately  when  received 
by  the  agency. 

— The  custodian  of  the  petty  cash  fund  also  receives  and  records 
cash  payments. 

Adequate  internal  control  over  cash  transactions  is  necessary  to 
insure  that  all  cash  received  is  properly  deposited  and  all  cash  payments 
made  are  proper  and  in  the  best  interests  of  the  agency.   Correction  of 
the  control  weaknesses  described  above  will  help  provide  ESD  with  ade- 
quate control  over  cash  transactions. 

RECOMMENDATION 

We  recommend  that  ESD  oorreat  the  cash  receipt  and  disbursement 
control  weaknesses  noted  above. 

Collateralization  of  Deposits 

Section  79-301,  R.C.M.  1947,  which  establishes  collateralization 

requirements  for  deposits  of  state  funds,  states  that: 

"No  such  deposits  in  excess  of  the  amount  insured  by  the  federal 
deposit  insurance  corporation  or  federal  savings  and  loan  insurance 
corporation  shall  be  made  unless  the  bank,  building  and  loan 
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association  and  savings  and  loan  association  first  delivers  to  the 
state  treasurer  or  deposits  in  trust  with  some  solvent  bank  as 
hereinafter  provided,  as  security  therefor,  bonds  or  other  obliga- 
tions of  the  kinds  listed  in  section  4  (79-307)  of  this  act,  having 
a  market  value  at  least  equal  to  the  amount  of  such  deposits  in 
excess  of  the  amount  so  insured." 

Our  review  of  cash  deposited  in  a  Helena  bank  by  ESD  revealed  that  the 
collateral  posted  by  the  bank  was  not  sufficient,  but  because  these 
accounts  are  handled  by  ESD  and  not  the  state  treasurer,  the  collateral- 
ization  is  not  automatically  verified  by  the  state  treasurer. 

The  lack  of  adequate  collateralization  for  these  bank  deposits 
represents  a  defect  in  control  over  these  moneys.   The  possibility  of 
the  state's  losing  money  if  a  bank  fails  is  increased  substantially  if 
the  proper  amount  of  collateral  is  not  posted.   In  order  to  be  sure  of 
adequate  collateralization,  ESD  should  check  with  the  state  treasurer  at 
least  once  each  month  to  determine  the  amount  of  collateral  posted  and 
whether  that  amount  is  sufficient.   If  collateral  is  inadequate,  ESD 
should  immediately  inform  the  state  treasurer  so  the  additional  collat- 
eral can  be  requested. 

RECOMMENDATION 

We  recommend  that  ESD  determine  at  least  monthly   that  aollateralization 

for  its  hank  deposits  is  adequate  under  the  provisions  of  section 

79-201,    R.C.M.    1947. 

Program  Cash  Balances 

The  general  ledger  of  the  federal  cost  accounting  system  used  by 
the  ESD  fiscal  section  presents  financial  information  on  a  program 
basis.   Our  review  of  the  cash  balances  in  each  program  revealed  that 
book  balances  in  the  accounts  were  understated  by  over  $287,000  at 
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June  30,  1975.   This  error  resulted  from  ESD's  charging  accruals  against 
the  cash  on  deposit  account  instead  of  accrued  expenditures. 

In  order  to  maintain  the  validity  and  reliability  of  cash  balances 
in  the  general  ledger,  ESD  should  stop  charging  program  accruals  against 
the  cash  on  deposit  account.   This  practice  is  contrary  to  generally 
accepted  accounting  principles  and  distorts  the  cash  balances  on  the 
general  ledger.   Generally  accepted  accounting  principles  require  estab- 
lishing a  liability  for  expenditures  which  require  accrual  rather  than 
reducing  the  cash  on  deposit  account.   ESD  should  charge  the  cash  on 
deposit  account  only  for  expenditures  which  have  actually  been  paid. 
This  would  present  a  clearer  picture  of  the  actual  status  of  ESD  liabil- 
ities and  cash  balances  on  the  balance  sheet  and  would  simplify  ESD  bank 
reconciliations . 

RECOMMENDATION 

f/e  reoommend  that  ESD  properly  account  for  accrued  expenditures . 

Construction  Account 

The  SBAS  general  ledgers  for  ESD  and  ESD  hand-kept  subsidiary 
ledgers  contain  a  bond  proceeds  and  insurance  clearing  account  with  a 
cash  balance  of  nearly  $27,000.   Agency  general  ledgers  maintained 
outside  SBAS  by  ESD  do  not  disclose  this  amount,  even  though  ESD  officials 
told  us  that  they  used  the  agency  general  ledgers  and  not  SBAS  as  their 
primary  accounting  record.   The  officials  told  us  that  this  account 
represented  money  transferred  to  the  Department  of  Administration's 
Architecture  and  Engineering  Bureau  for  construction  projects  and  was 
not  placed  on  the  agency  general  ledgers  because  they  did  not  have  time. 
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If  ESD  intends  to  use  these  agency  general  ledgers  as  their  primary 
accounting  record,  they  should  contain  all  accounts  necessary  to  provide 
an  adequate  financial  record  of  the  entire  agency.   Omission  of  this 
account  signifies  a  defect  in  the  agency  accounting  records  and  a  weak- 
ness in  agency  financial  management.   This  account  should  be  on  the 
primary  agency  accounting  records  to  increase  the  reliability  of  agency 
financial  records  and  adequately  disclose  agency  assets. 

RECOMMENDATION 

We  recommend  that  ESD  place  the   $27,000  construction  account  balance 
on  the  primary  agency  general   ledger. 

U.S.  Treasury  Cash  Balance 

The  balance  of  the  Montana  Unemployment  Insurance  Trust  Fund,  which 
is  held  in  the  U.S.  Treasury,  was  $8,978,136  at  June  30,  1975  according 
to  hand-kept  ledgers  at  ESD  and  SBAS  computer-generated  ledgers.   We 
found  errors  both  In  the  balance  of  the  fund  on  SBAS  and  hand-kept  ESD 
ledgers  and  in  the  way  the  cash  balance  was  presented  on  SBAS.   The 
errors  noted  are  discussed  in  the  following  paragraphs. 

SBAS  Trust  Fund  Cash  Allocation 

The  fiscal  year  1974-75  year-end  SBAS  general  ledger  for  the  trust 
fund  accounting  entity  lists  cash  in  the  state  treasury  of  $1,691,275 
and  cash  in  the  U.S.  Treasury  of  $7,284,361.   These  two  amounts  plus  a 
$2,500  in-transit  item  total  $8,978,136,  which  agrees  to  the  year-end 
trust  fund  balance  listed  on  ESD  hand-kept  ledgers.   However,  all  of 
this  money,  excluding  the  in-transit  item,  was  in  the  U.S.  Treasury  at 
June  30,  1975.   ESD  officials  could  not  determine  the  exact  reason  for 
the  $1,691,275  listed  in  the  state  treasury.   They  did,  however,  say 
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that  the  process  for  getting  money  in  the  U.S.  Treasury  account  on  SBAS 
was  extremely  cumbersome  and  that  entries  necessary  to  transfer  between 
the  two  cash  accounts  probably  had  been  omitted,  causing  the  large 
balance  listed  in  state  treasury  cash. 

Trust  fund  cash  is  currently  handled  in  SBAS  in  a  group  of  three 
accounting  entities.   When  tax  collections  are  made  from  employers,  ESD 
places  the  money  in  a  clearing  accounting  entity.   When  ESD  sends  the 
money  to  the  U.S.  Treasury,  they  move  it  from  the  clearing  accounting 
entity  to  the  cash  in  state  treasury  control  account  of  the  trust  fund 
accounting  entity  and  then  from  the  cash  in  state  treasury  control 
account  to  the  cash  in  U.S.  Treasury  control  account  of  the  trust  fund 
acounting  entity.   (See  Appendix  I  on  page  94  for  a  flowchart  of  these 
transactions. ) 

When  ESD  needs  to  transfer  money  to  the  benefit  payments  accounting 
entity,  they  must  first  transfer  the  money  from  the  cash  in  U.S.  Treasury 
control  account  to  the  cash  in  state  treasury  control  account  of  the 
trust  fund  accounting  entity  and  then  transfer  it  to  the  benefit  pay- 
ments accounting  entity,  where  it  can  be  used  to  make  payments  to 
benefit  claimants.   (See  Appendix  I  on  page  94  for  a  flowchart  of  these 
transactions. ) 

The  system  described  above  was  established  for  ESD  by  the  Depart- 
ment of  Administration  Management  Systems  Division  in  a  July  18,  1972 
memo  to  ESD.   In  that  memo,  management  systems  representatives  said, 
"Although  we  have  outlined  typical  transactions  utilizing  the  three 
existing  accounting  entities,  we  believe  that  it  would  be  possible  to 
operate  through  use  of  only  one  accounting  entity.   Further,  we  do  not 
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necessarily  agree  with  the  present  methodology  and  policies  associated 
with  the  transfer  of  monies  to  and  from  the  U.S.  Treasury  ...." 

Our  review  of  the  procedures  described  above  revealed  that  the 
three  accounting  entity  system  created  many  unneeded  accounting  entries, 
which  were  difficult  to  make.   This  led  to  the  $1,691,275  accumulated 
error  previously  discussed  and  other  procedural  difficulties  at  ESD.   In 
order  to  solve  this  problem,  ESD  should  contact  the  Department  of 
Administration  for  assistance  in  establishing  a  system  which  uses  fewer 
accounting  entities  to  handle  ESD  trust  fund  transactions  and  accounts 
on  SBAS.   Major  considerations  in  any  new  system  should  be  the  accuracy 
of  the  presentation  of  general  ledger  accounts;  ease  of  interpretation 
of  accounts  presented;  and  difficulty  associated  with  input  of  trans- 
actions. 

RECOMMENDATION 

We  recommend  that  ESD  request  the  Department  of  Administration' s 
assistance  in  developing  a  more  accurate  and  simplified  system 
for  handling  Unemployment  Insurance  Trust  Fund  accounts  and 
transactions  on  SBAS. 

Trust  Fund  Balance 

As  described  above,  ESD  financial  records  list  an  Unemployment 
Insurance  Trust  Fund  balance  of  $8,978,136  at  June  30,  1975.   We  requested 
a  confirmation  of  this  account  balance  from  the  U.S.  Treasury.   This 
confirmation  revealed  that  the  actual  trust  fund  balance  on  ESD  books  at 
that  date  should  have  been  $9,576,605.   Analysis  of  the  difference  showed 
the  $598,469  understatement  was  accumulated  during  the  last  three  months 
of  fiscal  year  197A-75  because  of  a  procedural  change  made  by  the  U.S. 
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Treasury  in  advancing  money  to  pay  federally  funded  benefits.   The 
mistakes  were  made  when  the  U.S.  Treasury  began  advancing  money  to  ESD 
for  the  payment  of  federally  supported  extended  benefit  programs  instead 
of  reimbursing  ESD  for  those  payments  as  had  been  done  in  the  past. 

The  clerk  who  maintains  the  hand-kept  ESD  ledger  for  the  trust  fund 
reconciles  her  book  balance  to  the  statement  of  account  she  receives 
from  the  U.S.  Treasury  each  quarter.   At  the  end  of  the  second  quarter 
of  1975 — the  quarter  when  the  errors  began — the  clerk  could  not  recon- 
cile her  books  to  the  U.S.  Treasury  statement  of  account.   She  requested 
assistance  from  her  supervisors  but  was  told  not  to  worry  about  the 
reconciliation  because  it  was  not  necessary  anyway.   No  further  attempt 
to  reconcile  was  made  until  we  requested  an  explanation  of  the  dis- 
crepancy in  March  of  1976.   At  the  time  of  our  request  the  clerk  asked 
for  our  assistance  in  performing  the  reconciliation.   She  obtained  the 
information  necessary  to  correct  the  error  from  U.S.  Treasury  Department 
officials,  and  we  assisted  her  in  making  the  reconciliation.   The  error 
in  ESD  ledgers  was  corrected  in  April  of  1976. 

The  failure  of  ESD  officials  in  charge  of  the  trust  fund  accounting 
records  to  recognize  the  necessity  of  reconciling  their  ledgers  to  the 
U.S.  Treasury  statement  of  account  represents  a  serious  flaw  in  the  man- 
agement of  the  trust  fund.   It  is  imperative  that  ESD  reconcile  its  book 
balance  for  the  trust  fund  to  the  U.S.  Treasury  balance  as  soon  as 
possible  after  the  end  of  each  month.   This  reconciliation  should  insure 
the  accuracy  of  ESD  ledgers  and  their  reliability  for  use  in  making 
management  decisions. 
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RECOMMEWATION 

We  r-eaommend  that  ESD  promptly  reconcile  the  Unemployment  Insurance 

Trust  Fund  balance  on  their   ledgers  to  the  U.S.    Treasury  balance 

at  the  end  of  each  month. 

Trust  Fund  Accounting 

In  order  to  provide  for  adequate  accounting  expertise  in  those  per- 
sons in  control  of  ESD  trust  fund  accounting  records  and  to  prevent 
problems  like  those  discussed  in  the  preceding  sections,  ESD  should 
transfer  all  functions  relating  to  trust  fund  accounting  from  the 
employer  contributions  section  to  the  fiscal  section.   The  fiscal 
section  already  has  the  staff  necessary  to  correct  the  trust  fund 
accounting  problems  previously  described  and  to  prevent  these  types  of 
problems  in  the  future. 

Implementation  of  this  recommendation  will  require  changes  in  the 
basic  structure  of  the  contributions  section  at  ESD.   The  function  of 
that  section  should  be  collection  of  taxes  from  employers  and  associated 
billings  and  employer  contacts.   All  cash  should  be  deposited  by  the  ESD 
cashier's  office.   Deposit  tickets  should  go  to  the  fiscal  section, 
where  accounting  entries  to  record  the  revenue  can  be  made.   Validated 
tax  contributions  forms  should  go  to  the  contributions  section  and  be 
placed  in  the  employer's  file.   In  no  case  should  the  contributions 
section  have  control  over  employees  in  the  cashier's  office  or  employees 
making  accounting  entries. 

RECOMMENDATION 

We  recommend  that  ESD  transfer  all  accounting  functions  relating 

to  employer  tax  contributions  from  the  contributions  section 

to  the  fiscal  section. 
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FIXED  ASSETS 

In  conjunction  with  its  federal  cost  accounting  system  the  Employ- 
ment Security  Division  maintains  complete  fixed  asset  records.   These 
records  include  the  tag  number,  location,  description,  original  cost, 
accumulated  depreciation  (where  it  is  appropriate)  and  net  book  value 
for  each  item  in  the  ESD  fixed  asset  inventory.   At  June  30,  1975,  the 
cost  of  fixed  assets  (including  land  and  buildings)  in  the  ESD  inventory 
was  $4,162,129,  and  the  net  book  value  was  $3,328,129.   Our  review  of 
fixed  assets  and  related  accounting  records  revealed  the  problems 
discussed  below. 
Physical  Inventory 

State  and  federal  fixed  asset  accounting  requirements  currently  in 
effect  at  ESD  require  taking  annual  physical  inventories.   Management 
Memo  70-17  dated  June  26,  1970  describes  state  requirements,  and  Section 
2-9  of  the  Employment  Security  System  State  Accounting  Manual  describes 
federal  requirements.   ESD  fiscal  section  employees  said  no  inventory 
was  taken  during  fiscal  year  1974-75  because  their  workload  was  extremely 
heavy  during  January,  when  the  inventory  is  normally  taken. 

Taking  a  periodic  physical  inventory  is  a  requirement  for  control- 
ling fixed  assets  and  maintaining  the  reliability  of  perpetual  inventory 
records.   During  our  sample  testing  of  ESD  fixed  asset  records,  we  found 
several  instances  where  tag  numbers  were  missing  from  inventory  items. 
We  identified  most  of  these  items  through  alternate  procedures;  however, 
if  ESD  had  taken  a  physical  inventory  during  the  year  and  had  replaced 
missing  tag  numbers,  these  instances  would  have  been  held  to  a  minimum. 

Additionally,  we  could  not  locate  three  items  from  our  sample 
selection.   In  one  instance,  perpetual  inventory  records  indicated  that 
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a  camera  was  held  at  a  local  office.   When  we  attempted  to  locate  it  at 
the  local  office,  we  were  told  that  it  had  been  returned  to  the  central 
office  six  years  earlier.   We  could  not  locate  it  at  the  central 
office. 

In  another  case,  the  perpetual  inventory  records  indicated  that  two 
tables  were  at  a  local  office.   We  could  not  find  the  tables  at  that 
office  nor  could  local  office  employees  remember  their  ever  being  there. 
Follow-up  work,  at  the  ESD  central  office  revealed  that  these  tables  had 
been  moved  to  different  locations  but  the  perpetual  inventory  records 
had  not  been  updated.   A  timely  physical  inventory  would  have  revealed 
the  exceptions  described  above  and  would  have  allowed  for  corrections  to 
the  perpetual  inventory  records. 

RECOMMENDATION 

We  recommend  that  ESD  take  an  annual  physical  inventory  as  required 

by  Management  Memo  70-17  and  the  Employment  Security  System  State 

Accounting  Manual. 

Sale  of  Surplus  Equipment 

Section  82-1914,  R.C.M.  1947  states  that: 

"The  department  (of  Administration)  has  exclusive  power,  subject  to 
approval  of  the  governor,  to  sell,  or  otherwise  dispose  of,  or  to 
authorize  the  sale  or  other  disposition  of,  all  materials  and 
supplies,  service,  equipment,  or  other  personal  property  of  every 
kind  now  owned  by  the  state  of  Montana,  but  not  needed  or  used  by 
any  state  institution  or  by  any  department  of  state  government. 
However,  if  a  state  institution  or  agency  needs  and  requests  the 
materials,  etc.,  to  be  disposed  of,  that  institution  or  agency, 
upon  the  approval  of  the  governor,  may  receive  the  materials,  etc., 
requested. " 

Contrary  to  these  provisions,  ESD  has  been  disposing  of  unused  or 

worn-out  equipment  on  its  own.   When  a  local  employment  service  office 
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has  worn-out,  non-repairable  equipment  on  hand,  office  representatives 
send  a  memo  to  the  central  office  requesting  permission  to  dispose  of 
the  equipment.   The  request  is  approved  by  central  office  personnel,  and 
the  local  office  then  disposes  of  the  items.   The  statute  quoted  above 
gives  the  Department  of  Administration  the  exclusive  power  to  authorize 
these  dispositions.   ESD  should  obtain  approval  from  the  Department 
before  disposing  of  equipment. 

When  equipment  at  ESD  has  been  fully  depreciated,  a  memo  is  sent 
from  the  fiscal  section  to  the  custodian  of  the  equipment  requesting  a 
report  on  the  condition  of  the  equipment.   On  the  basis  of  these  reports, 
ESD  obtains  trade-in  quotes  for  the  equipment  from  companies  wishing  to 
provide  replacement  equipment.   When  the  trade-in  quotes  are  received, 
ESD  determines  which  vendor  will  provide  the  replacement  equipment. 

At  this  point  in  the  transaction  the  vendor  normally  allows  ESD 
employees  to  purchase  the  equipment  at  the  established  trade-in  price. 
If  trade-in  value  was  zero,  then  a  sales  price  is  arbitrarily  set  by  ESD 
officials,  and  employees  are  given  the  opportunity  to  purchase  the  items 
at  that  price.   The  purchasers  give  checks  to  ESD  made  out  to  the  vendor 
(for  those  items  with  trade-in  value)  or  ESD  (for  those  items  with  no 
trade-in  value).   During  our  review  of  the  contents  of  a  safe  at  ESD,  we 
found  several  checks  payable  to  various  vendors  and  to  ESD.   These 
checks  had  been  held  up  to  five  months  for  deposit  or  transfer  to  vendors. 
We  could  find  no  authorization  from  the  Department  of  Administration  for 
the  disposition  of  equipment  in  this  manner. 

RECOMMENDATION 

We  recommend  that  ESD  obtain  written  authorization  from  the 
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Department  of  Administration  prior  to  the  sale  or  other 
disposition  of  any  equipment  or  other  assets  covered  under 
Section  32-1914,    H.C.M.    1947. 

REVENUE 

The  financial  statement  shown  on  page  86  of  this  report  lists 
receipts  for  ESD  programs  of  more  than  $43,000,000.   During  our  audit  of 
the  transactions  creating  this  amount,  we  found  several  problem  areas 
which  require  corrective  action  by  ESD.   These  problems  are  discussed  in 
the  following  sections. 
Cash  Receipts  Control 

Because  most  ESD  programs  are  federally  financed,  ESD  requests  most 
of  its  funds  on  a  letter  of  credit  transaction  from  the  federal  govern- 
ment.  Money  received  from  these  requests  is  in  the  form  of  a  U.S. 
Treasury  check.   Our  review  of  internal  control  over  these  letter  of 
credit  transactions  revealed  that,  in  certain  instances,  the  person  who 
signs  the  letter  of  credit  requests  also  opens  the  mail  that  contains 
the  U.S.  Treasury  checks  issued  to  satisfy  these  requests.   ESD  officials 
told  us  that  the  same  person  performs  all  of  these  duties  because  the 
agency  is  always  in  a  hurry  to  deposit  these  receipts,  and  this  procedure 
saves  time.   In  addition,  ESD  officials  said  these  requests  were  usually 
very  large,  and  if  one  were  stolen,  they  would  immediately  miss  it. 

Adequate  internal  controls  require  a  proper  segregation  of  duties 
between  persons  requesting  funds  and  those  who  open  the  mail  and  receive 
the  funds.   Although  the  reasons  presented  by  ESD  officials  have  some 
merit,  they  do  not  justify  a  departure  from  established  internal  control 
procedures.   Cashier's  office  employees  should  open  all  incoming  mail, 
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immediately  deposit  all  checks,  and  distribute  the  remaining  mail  to  the 
proper  sections  at  ESD. 

RECOMMENDATION 

l^e  reaommend  that  all  ESD  mail  be  opened  by  cashier's  office 
employees  and  that  all  checks  be  immediately  deposited. 

Penalty  and  Interest  Receipts 

Money  received  for  penalty  and  interest  assessments  made  by  ESD  on 
past-due  employer  contributions  is  received  and  recorded  by  the  ESD 
contributions  section  and  deposited  by  the  ESD  cashier's  office.   Once 
every  three  months,  penalty  and  interest  payments  received  are  journal 
vouchered  into  the  penalty  and  interest  program  of  the  ESD  fiscal  section 
general  ledger. 

This  practice  resulted  in  a  $1,728  understatement  of  revenues  to 
the  penalty  and  interest  program  for  fiscal  year  1974-75.   Receipts 
totaling  $8,544  for  April,  May  and  June  of  1974  were  recorded  in  July  of 
1974 — the  first  month  of  fiscal  year  1974-75.   Receipts  totaling  $10,272 
for  April,  May  and  June  of  1975  were  not  recorded  until  July  of  1975 — 
the  first  month  of  fiscal  year  1975-76.   This  led  to  the  misstatement 
indicated  above. 

Although  the  dollar  amount  of  this  error  is  small,  it  represents  a 
defect  in  the  general  ledger  maintenance  system  at  ESD.   If  ESD  continues 
to  use  the  fiscal  section  general  ledger  as  the  agency's  official  account- 
ing record,  the  information  on  it  should  be  current  and  accurate  at  all 
times.   This  is  the  only  way  to  insure  the  validity  of  the  general 
ledger  information  and  provide  a  sound  basis  for  management's  financial 
decisions. 
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RECOmENDATION 

f/e  recommend  that  ESD  reoord  penalty  and  interest  receipts  in  its 
general   ledger  in  the  fiscal  year  in  which  they  are  received. 

Transfers 

As  part  of  our  audit  of  ESD  receipts,  we  confirmed  with  the  federal 
government  the  amounts  they  sent  to  ESD  for  various  programs.   In  two 
instances  these  confirmations  revealed  that  transfers  between  programs 
were  recorded  differently  by  ESD  and  the  federal  government.   In  one 
case,  $152,000  was  transferred  between  two  similar  ESD  programs  at  the 
federal  government's  request.   The  different  methods  used  by  ESD  and  the 
federal  government  to  account  for  these  transactions  resulted  in  the 
receipts  being  shown  in  different  programs  by  the  federal  government  and 
ESD.   The  second  case  was  similar  to  the  first.   The  amount  of  the 
transfer  was  $639,058,  and  the  two  programs  involved  were  each  different 
by  that  amount. 

These  errors  have  no  effect  on  total  revenue  for  ESD,  but  they  do 
represent  material  differences  in  receipts  for  the  programs  involved. 
ESD  and  the  federal  government  should  institute  procedures  to  make 
certain  that  all  transfers  between  programs  are  entered  into  the  fiscal 
section  general  ledger  and  federal  government  records  in  a  manner  which 
will  provide  comparability  between  the  records. 

RECOMMENDATION 

We  recommend  that  ESD  seek  the  assistance  of  the  federal  government 
in  establishing  a  method  of  recording  transfers  between  programs 
which  will  result  in  comparable  information  on  ESD  and  federal 
accounting  records. 
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APPROPRIATIONS 

ESD  had  state  appropriations  totaling  approximately  $12,139,000  for 
fiscal  year  1974-75.   These  appropriations  consisted  of  $11,640,000  from 
the  federal  and  private  revenue  fund  and  $499,000  from  the  bond  proceeds 
and  insurance  clearance  fund.   Although  the  basis  of  our  audit  was  the 
general  ledger  maintained  by  the  ESD  fiscal  section  and  not  SBAS,  we 
reconciled  expenditures  between  the  two  systems  in  order  to  be  certain 
that  all  expenditures  were  charged  to  proper  appropriations.   We  found 
several  problems  during  our  review  of  appropriations  and  the  related 
reconciliation  of  SBAS  to  the  ESD  general  ledger.   These  problems  are 
discussed  in  the  following  sections. 
Unsigned  Appropriation  Document 

During  our  initial  review  of  ESD  state  appropriations,  we  found  one 
legislative  appropriation  document  which  was  not  signed  by  an  official 
of  the  Governor's  Office  of  Budget  and  Program  Planning.   When  we  asked 
a  budget  office  official  why  the  document  was  not  signed,  we  were  told 
that  because  the  appropriation  involved  was  a  continuing  appropriation, 
the  SBAS  input  documents  for  it  were  generated  at  fiscal  year-end  by  the 
SBAS  computer.   Budget  office  officials  review  but  do  not  sign  these 
documents  before  they  are  input  into  SBAS  to  establish  spending  authority 
for  the  next  fiscal  year. 

In  order  to  maintain  adequate  control  over  appropriation  documents 
input  into  SBAS  and  to  provide  documentation  of  a  review  of  these  docu- 
ments by  a  proper  official,  each  document  should  be  signed. 

RECOMMENDATION 

We  reoorrmend  that   the  Governor's  Office  of  Budget  and  Program 
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Planning  sign  all  SBAS  appropriation  input  documents,    including 
those  for  continuing  appropriations. 

Improper  Allocation  of  Fxpenditures  to  Appropriations 

In  our  reconciliation  of  ESD  system  expenditures  to  SBAS  expendi- 
tures for  ESD,  we  found  several  instances  where  we  could  not  determine 
which  state  appropriation  an  expenditure  was  charged  to  because  the 
transaction  was  not  charged  to  corresponding  accounts  on  the  two  systems. 
ESD  officials  said  these  problems  were  caused  by  a  flaw  in  the  system 
used  to  charge  expenditures  in  SBAS  during  the  first  three  months  of 
fiscal  year  1974-75. 

The  errors  we  found  amounted  to  $20,246  and  were  not  material  in 
relation  to  total  ESD  expenditures  nor  did  they  affect  the  spending 
authority  of  ESD.   The  undercharged  appropriation  had  a  balance  at  year- 
end  sufficient  to  cover  the  errors,  and  the  overcharged  appropriation 
was  not  overexpended .   In  addition,  both  appropriations  were  from  the 
federal  and  private  revenue  fund,  and  receipts  were  from  the  same  federal 
agency. 

The  major  problem  created  by  this  error  was  the  failure  of  ESD  to 
provide  for  adequate  control  over  charges  to  state  appropriations.   In 
all  cases,  expenditures  should  be  charged  to  similar  accounts  and  appro- 
priations in  SBAS  and  the  ESD  fiscal  section  general  ledger. 

RECOMMENDATION 

We  recommend  that  ESD  establish  procedures  to  insure   that  all 
expenditures  are  charged  to  the  proper  state  appropriations. 
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EXPENDITURES 

The  financial  statements  presented  on  pages  87  and  88  show  nearly 
$43,000,000  in  ESD  expenditures  during  fiscal  year  1974-75.   This  amount 
includes  $7,179,453  in  administrative  expenditures  and  $35,795,555  in 
benefit  and  contract  payments.   During  our  review  of  these  expenditures, 
we  found  several  problems  with  the  methods  used  by  ESD  to  make  payments 
to  claimants,  contractors  and  vendors  and  the  method  used  to  record 
those  transactions  in  ESD  accounting  records.   Several  of  these  problems 
are  discussed  in  the  section  of  this  report  on  Unemployment  Insurance 
Benefits  (see  page  68).   Additional  problems  noted  are  discussed  in  the 
following  sections. 
Recording  Errors 

During  our  reconciliation  of  program  expenditures  listed  on  the  ESD 
fiscal  section  general  ledger  to  ESD  expenditures  listed  in  SBAS,  we 
found  several  errors  in  the  recording  of  transactions  in  the  two  systems 
and  the  timing  of  transaction  input.   These  errors  are  listed  below. 

1.  During  the  year,  administrative  expenditures  totaling  $27,842 
for  a  public  employment  (PEP)  program  were  charged  to  general 
administration  funds  in  the  ESD  fiscal  section  general  ledger. 
A  check  was  written  from  the  PEP  program  funds  to  reimburse 
the  administration  program  for  the  payments.   The  PEP  check 
was  recorded  as  an  expenditure  for  the  PEP  program,  leaving 
the  expenses  recorded  in  both  programs  and  total  expenses  on 
the  ESD  fiscal  section  general  ledger  overstated  by  $27,842. 
The  expenditures  were  recorded  properly  on  SBAS. 

2.  Benefit  payment  checks  totaling  $88,182  written  at  the  end  of 
fiscal  year  1973-74  were  not  entered  into  SBAS  until  fiscal 
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year  197A-75.   This  resulted  in  an  $88,182  overstatement  of 
expenditures  in  SBAS  for  fiscal  year  1974-75.   The  transaction 
was  handled  properly  in  the  ESD  fiscal  section  general  ledger. 
3.    Several  large  payments  for  on-the-job  training  contracts  were 
made  by  ESD  during  July  of  fiscal  year  1974-75.   Many  of  these 
payments  were  for  expenses  incurred  before  the  start  of 
fiscal  year  1974-75  and  should  have  been  expensed  during 
fiscal  year  1973-74.   This  resulted  in  a  $202,012  overstatement 
of  fiscal  year  1974-75  expenditures  in  the  ESD  fiscal  section 
general  ledger.   These  expenditures  were  recorded  properly  in 
SBAS. 
These  errors  represent  significant  misstatements  of  fiscal  year 
1974-75  expenditures  reported  in  SBAS  and  the  ESD  fiscal  section  general 
ledger.   ESD  should  establish  supervisory  review  procedures  in  the 
fiscal  section  adequate  to  detect  and  correct  these  types  of  errors  on  a 
timely  basis.   This  review  is  absolutely  essential  if  ESD  is  to  preserve 
the  reliability  and  usefulness  of  its  general  ledger  financial  information. 

RECOMMENDATION 

We  recommend  that  ESD  establish  supervisory  review  procedures  in 

the  fiscal  section  to  prevent   the  types  of  errors  described  above 

or  to  detect  and  correct  them  on  a  timely  basis. 

Accruals 

During  fiscal  year  1974-75,  ESD  established  a  $12,459  open-ended 
purchase  order  for  printing  of  forms.   During  the  fiscal  year,  printing 
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costing  $1,817  was  purchased  under  this  purchase  order,  leaving  an  unex- 
pended balance  of  $10,642.   Even  though  no  additional  printing  for  ESD 
was  done  under  this  purchase  order  during  fiscal  year  1974-75,  and  no 
obligation  to  pay  the  balance  existed,  ESD  accrued  the  balance  on  SBAS. 
This  item  did  not  qualify  as  an  accrual  under  guidelines  published  by 
the  Department  of  Administration  and  should  not  have  been  accrued. 

RECOMMENDATION 

We  recommend  that  ESD  only  accrue  items  which  are  valid  under 
guidelines  established  by  the  Department  of  Administration. 

Purchasing 

During  our  audit  of  expenditures  for  the  ESD  Work  Incentive  (WIN) 
program,  we  found  that  ESD  was  not  using  state  purchasing  for  buying 
items  for  participants  such  as  car  batteries  and  tires.   These  items 
were  purchased  so  that  participants  would  have  reliable  transportation 
to  get  to  their  jobs  and  classes  each  day. 

Under  the  purchasing  process  used  by  ESD,  the  claimant  must  get 
three  bids  on  the  item  to  be  purchased,  and  then  ESD  will  purchase  the 
item  at  the  lowest  bid.   We  performed  a  limited  analysis  of  purchases  of 
car  batteries  by  ESD  and  found  that,  in  seven  instances,  WIN  partici- 
pants purchased  car  batteries  for  prices  ranging  from  $16.55  to  $45.97. 
State  purchasing  officials  told  us  that  they  have  auto  parts  suppliers 
in  all  of  the  larger  Montana  cities  who  supply  car  batteries  for  approx- 
imately $25.   In  six  of  the  seven  cases  we  reviewed,  ESD  could  have 
saved  money  if  they  had  used  state  purchasing  suppliers. 

We  showed  the  results  of  our  analysis  to  an  ESD  official  who  said 
he  was  not  aware  of  state  purchasing  suppliers  outside  Helena  or  that 
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ESD  could  use  those  suppliers  to  make  purchases.   In  order  to  make  the 
best  use  of  available  WIN  money,  ESD  should  use  state  purchasing  suppliers 
whenever  possible  to  make  purchases  for  program  participants. 

RECOMMENDATION 

We  reaommend  that  ESD  use  state  purchasing  suppliers  whenever 
possible   to  purchase  items  for  WIN  participants. 

Multiple  Checks  to  Claimants 

Claimants  receiving  funds  under  the  Work  Incentive  Program  (WIN) 
receive  several  types  of  payments  each  week.   In  most  cases,  payments 
requested  by  a  claimant  for  a  week  are  submitted  on  one  claim  form. 
When  ESD  processes  these  claims,  a  separate  check  is  written  for  each 
type  of  payment  to  each  claimant.   Each  check  is  then  placed  in  an 
envelope  and  mailed  to  the  claimant.   Although  it  was  not  practical  for 
us  to  determine  the  dollar  effect  of  this  procedure,  we  did  determine 
that  it  resulted  in  the  preparation  and  mailing  of  approximately  3,600 
additional  checks  by  ESD. 

In  order  to  provide  for  efficient  and  economical  operations  at  ESD 
and  to  provide  additional  control  over  payments  made  to  WIN  participants, 
ESD  should  write  only  one  check  to  each  claimant  per  week.   Journal 
entries  should  be  used  to  distribute  the  pajrment  amount  to  the  proper 
programs  and  expenditure  codes. 

RECOMMENDATION 

We  recommend  that  ESD  prepare  only  one  check  to  each  WIN  participant 
per  week  and  use  journal  entries   to  distribute  the  payment 
amount   to   the  proper  programs  and  expenditure  codes. 
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ACCOUNTS  RECEIVABLE 

Accounts  receivable  at  ESD  originate  from  several  sources,  includ- 
ing employer  contributions  and  related  penalty  and  interest  assessments; 
various  federal  and  state  and  interstate  unemployment  benefit  programs; 
dishonored  checks;  and  administrative  transactions  dealing  with  the  ESD 
agency  operations.   The  first  two  sources  are  by  far  the  most  significant, 
accounting  for  $559,500  and  $370,100,  respectively,  of  the  $961,300  in 
ESD  accounts  receivable  recorded  at  June  30,  1975.   Of  the  total  accounts 
receivable  at  June  30,  1975,  $493,700  were  suspended  and  $467,600  were 
current.   Suspended  receivables  at  ESD  are  those  for  which,  in  the 
opinion  of  ESD  personnel,  all  reasonable  collection  efforts  have  been 
made  and  collection  of  the  account  is  doubtful.   Current  receivables  are 
those  that  ESD  feels  still  have  a  reasonable  possibility  of  collection. 

During  our  review  of  accounts  receivable  at  ESD,  we  found  several 
serious  flaws  in  the  accounting,  control,  and  collection  of  receivables. 
These  problems  are  discussed  in  the  sections  that  follow. 
Notification  and  Billing  Procedures 

During  our  review  of  claimant  files  in  the  unemployment  insurance 
(UI)  section  at  ESD,  we  found  several  instances  where  accounts  receivable 
had  been  established  by  ESD  for  the  claimants,  but  there  was  no  evidence 
to  indicate  that  the  claimant  was  notified  of  the  debt  or  the  amount  he 
owed.   This  situation  was  confirmed  when  several  claimants  to  whom  we 
sent  confirmations  replied  by  saying  that  they  did  not  know  they  owed 
ESD  money.   In  other  instances,  claimants  who  responded  to  our  question- 
naire indicated  that  it  had  been  several  years  since  they  had  been 
contacted  by  ESD  concerning  the  account  or  that  they  thought  the  account 
had  been  satisfied. 
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In  order  to  insure  effective  collection  efforts  for  UI  accounts 
receivable,  ESD  must  promptly  notify  claimants  when  establishing  a 
receivable,  and  periodical  billings  must  be  made  to  encourage  repayment 
and  make  sure  the  claimant  is  aware  of  the  debt.   If  these  procedures 
are  not  established  and  strictly  adhered  to,  a  steady  rise  in  the  total 
of  all  UI  accounts  receivable  balances  will  result. 

RECOMMEWATION 

We  vecovmend  that  ESD  promptly  notify  claimants  when  an  aoaount 

receivable  is  established  and  make  periodic  billings  to  encourage 

prompt  repayment. 

Delinquent  Assessments 

When  an  employer  registered  at  ESD  fails  to  submit  quarterly  con- 
tribution and  wage  report  (UI-5)  forms,  ESD  can  prepare  a  delinquent 
assessment  (UI-14)  which  estimates  the  amount  of  contributions  an  em- 
ployer should  have  paid,  based  on  payments  made  in  previous  quarters. 
When  the  delinquent  assessment  is  computed,  an  account  receivable  is 
established  for  that  amount.   Until  a  delinquent  assessment  has  been 
prepared,  ESD  has  no  valid  basis  for  determining  the  dollar  amount  of 
these  accounts  receivable  or  for  putting  them  on  the  books. 

In  our  review  of  delinquent  assessment  procedures,  we  could  find  no 
established  guidelines  indicating  when  a  delinquent  assessment  should  be 
prepared  for  employers  who  fail  to  submit  contribution  and  wage  report 
forms.   The  ESD  tax  examiner  who  prepares  the  assessments  told  us  that 
she  does  not  have  well  defined  procedures  stating  the  time  to  prepare 
and  send  the  assessments.   She  said  that  normally  three  notices  are  sent 
to  an  employer  encouraging  him  to  submit  his  contribution  and  wage 
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report  form.  After  these  notices,  a  delinquent  assessment  may  be  pre- 
pared; however,  according  to  the  tax  examiner,  many  cases  exist  where 
even  after  three  notices,  no  delinquent  assessment  is  prepared  and  sent. 

During  the  last  six  months  of  fiscal  year  1974-75,  only  three 
delinquent  assessments  were  prepared  and  sent  to  employers.   Our  review 
of  delinquent  employer  files  from  the  first  quarter  of  1975  revealed  3A 
instances  where  ESD  should  have  prepared  delinquent  assessments,  but 
only  one  of  them  was  actually  prepared  and  sent  by  ESD  prior  to  June  30, 
1975. 

As  was  mentioned  in  the  previous  paragraph,  no  dollar  value  can  be 
placed  on  delinquent  employer  accounts  until  delinquent  assessments  are 
computed  and  mailed.   Because  of  ESD's  failure  to  promptly  prepare  the 
assessments,  these  delinquent  employer  accounts  represent  unrecorded 
accounts  receivable  at  June  30,  1975. 

In  order  to  maintain  adequate  control  over  delinquent  employer 
accounts  and  to  impress  employers  with  the  need  for  prompt  submission  of 
contribution  and  wage  report  forms,  delinquent  assessments  should  be 
prepared  on  a  timely  basis  by  ESD  for  all  delinquent  employer  accounts. 
Written  guidelines  should  be  established  describing  how  the  assessment 
should  be  prepared,  and  a  precise  timetable  for  the  preparation  and 
mailing  of  the  assessment  should  be  established. 

RECOMMEmATION 

We  veaommend  that  ESD  establish  written  guidelines  for  the   timely 
preparation  and  delivery   to  enr()loycrs  of  delinquent  assessments. 
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Unrecorded  UI  Accounts  Receivable 

During  our  review  of  UI  accounts  receivable,  we  found  accounts 
totaling  $A,010  which  had  been  turned  over  to  the  accounts  receivable 
clerk  by  the  fraud  section  during  the  last  six  months  of  fiscal  year 
1974-75,  but  as  of  June  30,  1975  these  accounts  had  not  been  recorded  as 
accounts  receivable.   In  many  instances  the  receivables  were  not  estab- 
lished because  the  division  determined  that  an  overpayment  did  not 
exist.   However,  there  were  several  instances  where  receivables  did 
exist  and  were  subsequently  established. 

In  our  review  of  those  cases  where  an  account  receivable  was 
eventually  established  by  ESD,  we  noted  two  instances  where  the  claimant 
drew  benefits  between  the  time  the  overpayment  was  detected  and  turned 
over  to  the  overpayment  unit  and  the  time  the  account  receivable  was 
established  and  a  stop-pay  card  placed  on  the  claimant's  wage  cards. 
Although  the  amounts  of  these  two  accounts  are  small,  the  failure  to 
offset  the  benefit  payments  represents  a  serious  flaw  in  the  benefit 
accounts  receivable  procedures  currently  in  effect  at  ESD.   At  no  time 
should  a  claimant  be  allowed  to  receive  benefits  while  owing  ESD  money 
for  benefit  overpayments. 

In  order  to  prevent  the  possibility  of  this  type  of  error,  the 
division  should  establish  procedures  and  allocate  sufficient  man-hours 
to  allow  for  prompt  establishment  of  accounts  receivable  when  a  benefit 
overpayment  is  identified. 

RECOMMENDATION 

We  veaommend  that  ESD  establish  procedures  sufficient   to  insure 

the  prompt  establishment  of  an  accounts  receivable  when  it  is 

determined  that  a  benefit  overpayment  exists. 
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Interstate  Accounts  Receivable 

Interstate  accounts  receivable  are  created  when  a  claimant  who  has 
worked  and  earned  wage  credits  in  another  state  applies  for  unemployment 
benefits  in  Montana.   Any  portion  of  that  claimant's  benefits  which  are 
paid  as  a  result  of  wage  credits  earned  in  that  other  state  are  billed 
to  that  state  when  the  claimant  has  exhausted  his  benefits.   The  total 
amount  of  interstate  receivables  at  ESD  on  June  30,  1975  was  $53,700. 
At  June  30,  1974  the  amount  was  $11,700. 

The  large  increase  in  the  balance  of  this  account  during  the  year 
was  due  to  the  failure  of  the  clerk  in  charge  of  the  accounts  to  bill 
other  states  for  eight  months  during  the  year.   Billings  were  finally 
made  in  June  of  1975,  but  many  states  did  not  pay  before  the  fiscal  year 
end.   This  led  to  the  $42,000  increase  in  the  receivable  balance  during 
the  year. 

Interstate  claims  representing  over  $46,000  in  billable  benefits 
were  exhausted  during  the  first  quarter  of  1975.   These  amounts  should 
have  been  billed  on  or  near  March  31,  1975.   In  fact,  these  accounts 
were  not  billed  until  September  30,  1975,  a  six-month  delay.   Using  an 
interest  rate  of  7  percent,  this  billing  delay  represents  a  loss  of  over 
$1,600  in  potential  interest  income  to  the  unemployment  trust  fund. 

RECOMMEmATIOHI 

We  recommend  that  ESD  establish  procedures   to  insure  prompt  billing 
of  interstate  accounts  receivable. 

Recording  Penalty  and  Interest  Receivable 

Penalty  and  interest  receivables  at  ESD  fall  into  two  categories. 
First,  there  are  those  assessed  against  employer  accounts  which  have  not 
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been  paid.   Secondly,  there  are  those  for  which  the  employer  contributions 
have  been  paid,  but  because  the  payment  was  late  or  otherwise  deficient, 
penalty  and  interest  was  assessed.   Accounts  receivable  balances  for 
these  two  categories  were  more  than  $10,700  at  June  30,  1975. 

Through  the  use  of  a  control  journal  maintained  at  ESD,  we  were 
able  to  verify  the  $3,200  balance  of  receivables  from  the  first  category. 
However,  it  was  impractical  for  us  to  verify  the  $7,500  from  the  second 
category,  because  the  subsidiary  ledger  for  the  amount  did  not  provide 
sufficient  information  to  reconstruct  the  June  30,  1975  account  balance. 

In  order  to  preserve  the  validity  and  usefulness  of  subsidiary 
accounting  records,  ESD  should  maintain  sufficient  information  to  allow 
for  subsequent  verification  of  reported  balances  and  to  document  the 
sequence  of  events  leading  to  and  supporting  a  transaction. 

RECOMMENDATION 

We  recommend  that  ESD  maintain  subsidiary   ledgers  for  penalty 
and  interest  accounts  receivable  in  detail  sufficient  to  allow 
subsequent  verification  of  monthly  and  year-end  totals. 

UI  Accounts  Receivable 

At  the  present  time,  two  ESD  benefits  section  employees  have  custody 
and  control  of  accounts  receivable  related  to  unemployment  benefit 
payments.   One  claims  clerk  in  the  benefits  section  does  the  bulk  of  all 
work  related  to  these  accounts.   ESD  had  approximately  2,700  individual 
accounts  receivable  (current  and  suspended)  on  June  30,  1975,  represent- 
ing $316,400  in  benefit  overpayments  to  claimants.   Because  of  the 
volume  of  work  involved  in  controlling  these  accounts,  the  clerk  who 
handles  them  has  difficulty  keeping  current  in  her  work.   During  fiscal 
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year  1974-75,  few  billings  were  sent  to  claimants  and,  as  was  previously 
discussed,  some  new  accounts  receivable  generated  during  the  year  were 
not  even  recorded  at  June  30,  1975.   The  following  paragraphs  discuss 
additional  problems  we  found  in  our  review  of  UI  accounts  receivable. 

The  claims  clerk,  who  prepares  the  accounting  records  and  billings 
for  the  receivables,  also  receives  payments  for  the  accounts.   These 
payments  consist  of  checks  received  from  the  individual  claimants  and 
benefit  checks  written  to  claimants  who  owe  money.   Benefit  checks  are 
sent  to  the  accounts  receivable  clerk  if  a  stop-pay  card  is  on  the 
claimant's  wage  records.   The  accounts  receivable  clerk  receives  all 
benefit  checks  written  to  the  individual  until  the  debt  has  been  elim- 
inated.  When  the  clerk  has  completed  processing  the  payments  received, 
she  prepares  a  deposit  ticket  for  them  and  sends  them  to  the  cashier  for 
deposit  to  the  appropriate  bank  account. 

In  order  to  adequately  control  accounts  receivable  and  related 
payments,  the  clerk  who  makes  entries  to  the  accounts  receivable  accounting 
records  should  not  directly  receive  any  payments  related  to  these  accounts 
nor  should  the  clerk  prepare  deposit  tickets  for  those  payments. 

RECOMMENDATION 

We  recommend  that  ESD: 

1.  Prepare  more  frequent  billings  for  UI  accounts  receivable. 

2.  Deposit  all  accounts  receivable  payments  immediately  when 
received  in  the  cashier's  office. 

Unprocessed  Collections 

When  the  accounts  receivable  clerk  receives  a  payment  on  an  account, 
she  posts  the  payment  to  the  account,  prepares  a  deposit  ticket,  and 
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sends  the  payment  to  the  cashier's  office.   Due  to  the  heavy  claim  load 
at  ESD  during  fiscal  year  1974-75,  the  posting  of  payments  to  account 
balances  and  the  deposit  of  checks  were  neglected.   In  August  of  1975, 
when  we  began  our  review  of  benefits  accounts  receivable,  we  found 
nearly  $8,000  in  checks  being  held  by  the  accounts  receivable  clerk. 
These  checks  were  dated  from  July,  1973  to  August,  1975.   For  the  most 
part,  these  checks  consisted  of  benefit  checks  withheld  from  claimants 
for  offset  of  receivables.   None  of  the  checks  we  saw  were  restrictively 
endorsed  to  prevent  misappropriation,  and  none  had  been  credited  to  the 
accounts  receivable  balances. 

The  benefit  accounts  receivable  clerk's  failure  to  promptly  process 
these  payments  creates  a  serious  lack  of  internal  control  over  the 
money.   The  checks  are  susceptible  to  loss  or  misappropriation  and 
should  be  processed  immediately  when  received.   In  order  to  increase 
control  over  these  payments,  all  checks  received  should  be  restrictively 
endorsed  immediately,  and  they  should  be  promptly  recorded  and  deposited. 

RECOMMENDATION 

We  recommend  that  ESD: 

1.  Restrictively  endorse  all  checks  immediately  when  received. 

2.  Promptly  process  all  accounts  receivable  payments  and 
deposit  the  proceeds. 

Benefit  Checks  Withheld 

In  the  preceding  sections  we  mentioned  that  some  of  the  checks 
received  by  the  accounts  receivable  clerk  for  payment  on  accounts  were 
benefit  checks  written  by  ESD.   When  a  claimant  who  owes  ESD  money 
applies  for  benefits  ESD  is  immediately  alerted  because  special  stop-pay 
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cards  are  placed  on  the  wage  records  of  all  persons  with  benefit  section 
accounts  receivable.   If  a  stop-pay  card  is  on  the  claimant's  wage 
records,  the  ESD  machine  section  sends  the  weekly  benefit  check  to  the 
accounts  receivable  clerk  until  the  account  has  a  zero  balance.   We 
could  find  no  valid  reason  for  ESD  to  actually  write  the  benefit  checks 
for  payment  of  accounts  receivable.   Writing  these  checks  creates  a 
serious  lack  of  internal  control  in  the  accounts  receivable  section. 

Each  week  the  accounts  receivable  clerk  should  prepare  a  listing  of 
persons  currently  drawing  benefits  who  owe  accounts  receivable  and  send 
the  list  to  the  machine  section.   The  machine  section  should  use  infor- 
mation from  this  list  to  stop  the  check  writing  process  for  the  claimants 
involved.   Once  the  payment  is  withheld,  i.e.,  the  check-writing  process 
has  been  stopped  before  the  check  is  written,  the  machine  section  should 
send  the  accounts  receivable  clerk  a  list  of  all  payments  withheld. 
This  list  should  provide  the  basis  for  the  clerk's  journal  entries  to 
individual  account  balances. 

RECOMMENDATION 

We  reoommend  that  ESD  credit  accounts  receivable  by  use  of  a  journal 

voucher  when  claimant  payments  are  withheld  to  satisfy  a  prior 

debt   to  ESD. 

Reduction  of  Overpayments 

During  our  audit  of  accounts  receivable  at  ESD,  we  found  many  cases 
where  overpayments  were  made  to  claimants  because  the  claimant  was  not 
aware  that  some  change  in  his  employment  or  Income  status  made  him 
ineligible  for  benefits.   Because  the  claimants  were  unaware  of  the 
effect  of  unemployment  or  income  status  changes,  they  were  not  properly 
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reporting  them  to  the  division.   The  most  common  problem  areas  we  found 
involved  claimants  who  drew  workmen's  compensation  benefits  or  social 
security  disability  payments  and  claimants  who  worked  more  than  the 
allowable  hours  during  one  week. 

In  order  to  prevent  these  overpayments,  ESD  should  establish  a 
method  to  periodically  remind  claimants  of  conditions  which  make  them 
ineligible  for  benefits  and  the  penalties  for  failing  to  report  changes 
in  eligibility  status.   Such  a  reminder  should  make  claimants  aware  of 
the  effect  of  employment  and  income  status  changes  on  continued  unemployment 
benefit  payments.   This  awareness  should  reduce  the  dollar  amount  of 
benefit  overpayments. 

RECOMMENDATION 

We  recommend  that  ESD  establish  a  method  to  periodically  describe 
to  claimants  common  items  which  could  make   them  ineligible  for 
benefits  and  to  request  a  signed  certification  concerning  each 
claimant's  status  on  those  items. 

Dishonored  Checks 

The  general  ledger  for  the  ESD  clearing  accounting  entity  in  SBAS 
listed  accounts  receivable  for  dishonored  checks  of  $4,244  at  June  30, 
1975  and  $47,567  at  June  30,  1974.   Our  review  of  these  accounts  re- 
vealed that,  at  June  30,  1975,  the  balance  of  this  account  should  have 
been  $3,726  and,  at  June  30,  1974,  the  balance  should  have  been  $3,017. 

The  misstatement  of  the  account  balance  at  June  30,  1974  was  due  to 
errors  in  recording  payments  received  on  these  accounts.   When  payments 
were  received,  the  agency  was  incorrectly  crediting  an  income  account 
instead  of  reducing  the  accounts  receivable  balance.   The  agency  cor- 
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rected  this  procedure  during  fiscal  year  1974-75  and  made  an  adjusting 
entry  to  correct  the  account  balance. 

We  could  not  determine  the  reason  for  the  misstatement  in  the 
account  balance  at  June  30,  1975  because  no  reconciliation  of  the  hand- 
kept  subsidiary  ledger  to  the  SBAS  general  ledger  was  prepared  at  that 
date.   In  order  to  adequately  control  these  accounts,  the  subsidiary 
ledger  should  be  reconciled  to  the  general  ledger  each  month;  all 
reconciling  items  should  be  explained;  and,  if  necessary,  correcting 
entries  should  be  made. 

RECOMMENDATIOl^ 

We  recommend  that  ESD  veoonciZe  subsidiary  and  general   ledgers 

for  aocounts  receivable  dishonored  checks  monthly  and  make 

necessary  corrections  at  that  time. 

Review  of  Accounts  Receivable 

Proper  internal  control  procedures  for  accounts  receivable  require 
a  periodic  review  of  the  accounts  and  collection  procedures  by  a  respon- 
sible agency  official.   During  our  audit  at  ESD,  we  found  no  evidence  of 
any  systematic  review  of  any  accounts  receivable  by  supervisors.   This 
review  is  necessary  so  that  those  persons  with  responsibility  for  the 
proper  conduct  of  ESD  financial  transactions  and  authority  to  make 
procedural  changes  have  in-depth,  first-hand  knowledge  of  the  current 
problems  associated  with  the  accounts.   This  will  provide  a  basis  for 
constructive  changes  in  the  control  procedures  for  these  accounts. 
In  the  benefits  and  employer  contribution  accounts  receivable 
sections,  we  could  not  find  current  aging  schedules  for  the  accounts  nor 
could  we  find  any  evidence  that  the  schedules  were  regularly  prepared. 
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Aging  of  accounts  receivable  is  a  valuable  and  necessary  tool  for  the 
management  of  receivables  and  the  evaluation  of  collection  procedures. 
Preparation  of  them  would  provide  an  additional  tool  for  ESD  to  more 
effectively  manage  its  high  volume  of  accounts  receivable. 

RECOMMENDATION 

We  reaommend  that  ESD: 

1.  Provide  procedures  for  a  periodic  review  of  accounts 
receivable  by  a  responsible  official. 

2.  Periodically  prepare  aging  schedules   to  help  evaluate 
accounts  receivable  collection  procedures. 

Uncollectible  Accounts  Receivable 

Under  the  provisions  of  section  84-7104,  R.C.M.  1947,  state  agencies 

are  allowed  to  turn  accounts  receivable  over  to  the  Department  of 

Revenue  if  certain  criteria  are  met.   This  section  states  that: 

"Subject  to,  and  in  accordance  with,  rules  and  regulations  adopted 
by  the  department,  the  department  (of  revenue)  shall  render  assist- 
ance in  the  collection  of  accounts  owing  to  any  state  agency  if  all 
of  the  following  procedures  have  been  completed  to  the  satisfaction 
of  the  department : 

"(1)   A  state  agency  must  make  all  reasonable  efforts  to  collect 
money  owed  to  it  and  must  determine  that  the  money  and  any  interest 
or  penalties  therefor  are  uncollectible,  in  accordance  with  criteria 
for  uncollectibility  formulated  by  that  agency. 

"(2)   Once  a  state  agency  has  determined  an  account  owed  to  it 
uncollectible,  it  shall  certify  to  the  department  the  amount  of  the 
money,  interest  and  penalties,  as  accurately  as  can  be  determined. 
The  department  may  require  submission  by  the  agency  of  all  relevant 
evidence  and  other  information  regarding  the  debt  and  may  examine 
the  records  of  any  other  state  agency  which  may  be  pertinent  in 
determining  the  uncollectibility  of  the  debt,  unless  examination  is 
specifically  prohibited  by  law. 

"(3)   If  the  department  finds  that  the  debt  is  uncollectible,  in 
accordance  with  the  criteria  for  uncollectibility  of  money  due  that 
state  agency,  the  department  shall  direct  the  agency  to  write  off 
the  debt  on  its  accounts  and  assign  the  debt  to  the  department." 
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Management  memo  1-74-11  dated  September  3,  1974  established  additional 
criteria  and  procedures  for  the  transfer  of  uncollectible  accounts  to 
the  Department  of  Revenue. 

At  June  30,  1975,  ESD  had  nearly  $494,000  of  accounts  receivable 
which  it  had  determined  to  be  uncollectible.   This  amount  included 
accounts  established  more  than  40  years  ago.   In  addition,  our  review  of 
receivables  classified  as  collectible  by  ESD  revealed  that  collection  of 
a  significant  portion  of  them  is  also  doubtful.   At  no  time  during 
fiscal  year  1974-75  did  ESD  attempt  to  transfer  any  accounts  to  the 
Department  of  Revenue  under  the  statutes  described  above.   In  order  to 
assure  that  all  possibilities  of  collection  have  been  exhausted,  the 
division  should  transfer  these  accounts  to  the  Department  of  Revenue  and 
let  them  attempt  to  collect  the  amounts  due.   Accounts  which  have  no 
real  possibility  of  collection  should  not  be  carried  as  assets  on  ESD 
accounting  records. 

RECOMMENDATION 

We  vecommend  that  ESD: 

1.  Transfer  all  uncolleatihle  accounts  receivable  to  the 
Department  of  Revenue  for  collection  under  the  provisions 
of  section  84-7103,   R.C.M.    1947,   and  management  memo   1- 
74-11. 

2.  Discontinue  classifying  as  assets  accounts  receivable 

which  have  been  determined  by   the  division  to  be  uncollectible. 

Accounts  Receivable  Control 

For  various  reasons  the  accounts  receivable  balances  discussed  in 
this  section  of  the  report  are  not  listed  in  the  general  ledger  of  the 
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federal  accounting  system  currently  in  use  at  ESD.  In  addition,  they 
are,  for  the  most  part,  not  listed  on  the  general  ledgers  produced  by 
the  Statewide  Budgeting  and  Accounting  System  (SBAS)  for  ESD.  The 
reasons  given  for  the  absence  of  these  accounts  on  the  general  ledger 
vary  between  fiscal  department  personnel  and  various  program  managers 
and  section  supervisors.  It  became  apparent  during  our  audit  that  the 
basic  reason  is  the  lack  of  an  agency-wide  financial  structure  at  ESD 
and  the  failure  to  fix  responsibility  for  the  maintenance  of  complete 
and  accurate  financial  data  with  any  one  individual  or  section. 

In  order  to  assure  that  the  user  of  ESD  general  ledger  information 
is  receiving  complete,  accurate  and  up-to-date  information  concerning 
accounts  receivable  at  ESD,  all  receivable  balances  should  be  placed  on 
the  SBAS  and  the  federal  accounting  system  general  ledgers  and  recon- 
ciled at  least  monthly  with  detailed  subsidiary  ledgers. 

To  assure  that  ESD  maintains  general  ledger  and  subsidiary  ledger 
information  concerning  accounts  receivable  on  a  current  basis  and  in  a 
proper  fashion,  responsibility  for  them  should  be  transferred  to  the 
fiscal  section.   When  it  becomes  apparent  to  personnel  in  other  operating 
sections  at  ESD  that  an  account  receivable  exists,  all  information 
concerning  the  account  should  be  sent  to  the  fiscal  section  so  the 
appropriate  accounting  entries  can  be  made. 

The  fiscal  section  should  establish  an  accounts  receivable  depart- 
ment to  process  the  day-to-day  transactions  involving  these  accounts. 
The  functions  of  this  department  should  include  recording,  billing  and 
controlling  all  accounts.   Receivable  department  employees  should  work 
closely  with  employees  in  other  operating  sections  to  develop  criteria 
for  measuring  the  collectibility  of  an  account;  establishing  appropriate 
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billing  schedules  for  the  various  types  of  receivables;  and  developing 
criteria  and  procedures  for  suspension  of  accounts. 

RECOMMEWATION 

We  recommend  that  ESD: 

1.  Place  all  accounts  receivable  control   totals  on  SBAS  and 
the  federal  accounting  system  general   ledgers. 

2.  Reconcile  general   ledger  totals  to  subsidiary   ledgers  at 
least  monthly. 

3.  Establish  an  accounts  receivable  staff  within  the  fiscal 
section  to  maintain  subsidiary   ledgers  for  receivables 

and  to  perform  all  billing,   recording  and  control  functions 
necessary   to  insure  prompt  collection  of  the  accounts. 

EMPLOYER  CONTRIBUTIONS 

The  primary  source  of  funding  for  the  unemployment  insurance  pro- 
gram at  ESD  is  payroll  tax  payments  submitted  by  employers.   During 
fiscal  year  1974-75  these  payments,  including  related  penalty  and  interest 
collections  totaled  nearly  $11,280,000.   Our  testing  of  these  collec- 
tions included  a  detailed  audit  at  ESD  of  227  employers'  tax  returns. 
We  also  performed  field  reviews  of  employers'  payroll  records  for  more 
than  50  employers  in  selected  locations  in  the  state.   The  following 
sections  discuss  problem  areas  which  we  noted  during  our  review. 
Employer  Registration  Documents 

In  several  instances  during  our  sample  testing  we  could  not  locate 
employer  registration  documents.   These  documents  are  prepared  by  employers 
when  they  first  become  covered  under  Unemployment  Insurance  laws.   They 
contain  general  information  about  the  company  and  are  necessary  for  the 
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division  to  adequately  document  the  employer's  type  of  business  and 
employTTient  history.   The  division  should  maintain  copies  of  all  employers' 
registration  documents.   For  those  employers  whose  registrations  have 
been  lost  or  destroyed,  ESD  officials  should  request  that  the  employers 
submit  a  copy  of  the  old  registration  or  prepare  and  submit  a  new  one. 

RECOMMENDATION 

We  recommend  that  ESD  obtain  copies  of  employer  registration 
documents  for  those  employer  files  which  do  not  contain  them. 

Computation  of  Taxes  Due 

Section  87-109(d),  R.C.M.  1947,  establishes  the  maximum  amounts  of 

each  employee's  wages  on  which  an  employer  must  pay  taxes.   This  section 

states  that: 

"(d)   The  provisions  of  this  act  requiring  the  payment  of  con- 
tributions by  employers  subject  to  this  act  shall  apply  only  to 
wages  paid  up  to  and  including  three  thousand  dollars  ($3,000)  by 
an  employer  to  an  employee  with  respect  to  employment  during  any 
calendar  year  preceding  the  year  1972. 

"Payment  of  contributions  shall  apply  only  to  wages  paid  up  to  and 
including  four  thousand  two  hundred  dollars  ($4,200)  by  an  employer 
to  an  employee  with  respect  to  emplojnnent  during  the  calendar  years 
1972,  1973,  1974  and  the  first  calendar  quarter  of  year  1975.   For 
the  second  calendar  quarter  of  the  calendar  year  1975  and  there- 
after the  taxable  wage  base  shall  be  established  for  each  year 
based  upon  the  reserve  per  cent  of  total  wages  or  the  amount  of 
taxable  wage  base  specified  in  the  federal  unemployment  tax  act, 
whichever  is  higher. 

Reserve  Percent  Taxable 

of  Total  Wages  Wage  Base 

2.50%  and  above  $4,200.00 

2.25  to  2.49%  4,400.00 

2.00  to  2.24%  4,600.00 

Less  than  2.00%  4,800.00" 

All  quarters  for  which  contribution  payments  came  due  during  fiscal  year 

1974-75  were  under  the  $4,200  maximum  limit  established  in  this  paragraph. 
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During  our  test  of  employer  tax  payments,  we  noted  several  employers 
who  incorrectly  computed  the  amounts  of  taxes  they  paid  because  of 
improper  application  of  this  $4,200  maximum.   In  each  case  the  employer 
misunderstood  this  provision  and  overpaid  his  taxes.   The  most  common 
error  was  that  the  employer  only  deducted  wages  in  excess  of  $4,200  for 
the  quarter  for  an  employee  rather  than  wages  in  excess  of  $4,200  for 
the  calendar  year.   Other  minor  errors  were  noted  in  the  application  of 
this  law. 

In  one  instance,  an  error  in  the  application  of  this  maximum  re- 
sulted in  a  contribution  overpa3mient  by  the  employer  of  $427  for  a 
calendar  year.   Another  error  resulted  in  a  $152  overpayment  for  a 
calendar  year.   These  overpayment  amounts  are  small  in  relation  to  total 
contributions  collected  by  ESD  during  the  year;  however,  they  represent 
significant  overpayments  by  the  individual  employers  involved. 

None  of  the  errors  which  we  noted  in  the  application  of  this  section 
were  detected  by  ESD  during  their  review  of  tax  contribution  forms.   In 
our  test  we  were  required  to  pull  all  contribution  forms  submitted  by 
the  employer  during  a  calendar  year  and  total  the  wages  paid  to  specific 
employees. 

To  prevent  this  type  of  overpayment  in  the  future,  ESD  should 
revise  the  contribution  and  wage  report  form  (UI-5)  to  more  adequately 
explain  the  application  of  this  portion  of  the  law.   Additionally,  ESD 
should,  as  soon  as  possible,  establish  a  procedure  to  cross-check  data 
submitted  on  form  UI-5  for  the  four  quarters  of  the  calendar  year. 

RECOMMENDATION 

We  recommend  that  ESD: 

1.        Revise   the  wage  and  contribution  report  form  to  more 
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adequately  explain  the  provisions  of  Section  87-109 (d), 
R.C.M.    1947. 
2.        Determine   the  feasibilitij  of  cross -checking  employers' 
contribution  and  wage  reports  for  the  four  quarters  of 
the  calendar  year  to  detect  overpayments  made  by  employers. 

Employer  Tax  Formula 

The  tax  rate  formula  currently  used  by  ESD  has  been  a  topic  of 

concern  during  recent  years.   In  light  of  recent  developments,  including 

total  depletion  of  the  Montana  Unemployment  Trust  Fund,  we  will  perform 

a  review  of  the  tax  formula  to  determine  if  a  change  in  the  formula  is 

necessary  and,  if  so,  what  type  of  change  should  be  made.   The  results 

of  this  audit  will  be  published  in  a  separate  report  at  a  later  date. 

PENALTY  AND  INTEREST 

Section  87-109(a) (1) ,  R.C.M.  1947,  which  deals  with  the  payment  of 

contributions  by  employers,  states  that: 

"Contributions  shall  accrue  and  become  payable  by  each  employer  for 
each  calendar  year  in  which  he  is  subject  to  this  act,  with  respect 
to  wages,  as  defined  in  section  87-149(c),  paid  for  employment  (as 
defined  in  this  act)  occurring  during  such  calendar  year.   Such 
contributions  shall  become  due  and  be  paid  by  each  employer  to  the 
division  for  the  fund  in  accordance  with  such  regulations  as  the 
division  may  prescribe  and  shall  not  be  deducted,  in  whole,  or  in 
part,  from  the  wages  of  individuals  in  employ.'' 

The  due-date  of  contributions,  as  established  by  the  division,  is 

described  in  subchapter  26,  rule  number  24-3. 10(26)-S10400  of  the  Montana 

Administrative  Code.   This  rule  states: 

"Contribution  by  employers  shall  become  due  and  payable  quarterly 

for  each  calendar  quarter,  as  defined  in  Section  87-148(e),  on  or 

before  the  last  day  of  the  month  next  following  the  calendar  quarter 

for  which  contributions  have  accrued.  Each  quarterly  payment  shall 

include  contributions  with  respect  to  wages,  as  defined  in  Section 

87-149(c),  for  employment  for  all  pay  periods  ending  within  the 
calendar  quarter." 
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This  due-date  is  disclosed  to  employers  in  a  bold  type  heading  on 
the  back  side  of  the  employer's  contributions  and  wage  report  form  (UI- 
5) .   This  heading  indicates  that :   "Each  report  with  remittance  is  to  be 
submitted  on  or  before  the  last  day  of  the  month  immediately  following 
the  end  of  the  quarter  to  which  the  report  applies." 

Section  87-135,  R.C.M.  1947,  dealing  with  penalty  and  interest 

assessments  on  past-due  contributions,  states: 

"Contributions  unpaid  on  the  date  on  which  they  are  due  and  payable, 
as  prescribed  by  the  division,  shall  be  subject  to  a  penalty  assess- 
ment of  five  per  centum  (5%)  or  five  ($5.00)  dollars,  whichever  is 
greater,  and  shall  bear  interest  at  the  rate  of  one-half  of  one  per 
centum  (1/2  of  1%)  per  month  from  and  after  such  date  until  payment 
plus  accrued  interest  and  penalty  is  received  by  the  division.   No 
interest  shall  be  charged  for  fractional  part  of  a  month.   Interest 
and  penalty  collected  pursuant  to  this  subsection  shall  be  paid 
into  the  unemployment  compensation  administration  fund.   When 
failure  to  pay  contributions  in  time  and  before  delinquency  was  not 
caused  by  willful  intent  of  the  employer,  and  for  good  cause  shown, 
the  division  may  abate  the  penalty  and  interest,  as  a  compromise 
offer  of  settlement  and  payment  of  the  tax  liability." 

Contrary  to  the  established  policy  described  above,  ESD  does  not 

assess  penalty  or  interest  on  past-due  accounts  until  the  first  Friday 

following  the  fourteenth  of  the  second  month  after  the  close  of  the 

quarter,  i.e.,  contributions  for  the  quarter  ending  on  June  30  would  not 

be  assessed  penalty  or  interest  until  the  first  Friday  following  the 

fourteenth  of  August.   In  our  sample  testing  we  found  that  36  percent  of  the 

sample  items  were  delinquent  under  the  due-date  rules  established  in  the 

Montana  Administrative  Code  (MAC).   Projecting  this  error  rate  over  the 

entire  population  of  contributions  received  during  the  year  and  assuming 

minimum  penalties  with  no  interest  were  assessed  against  each  delinquent 

account,  assessments  should  have  been  approximately  $120,000  during 

fiscal  year  1974-75.   Actual  collections  for  penalty  and  interest  were 

$35,690  during  the  year. 
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This  difference  represents  more  than  $80,000  in  lost  revenue  to  ESD 
during  the  year.   In  addition  to  the  loss  of  revenue,  the  failure  of  ESD 
to  assess  penalties  removes  at  least  part  of  an  employer's  incentive  to 
submit  his  reports  and  payments  promptly.   Without  information  from  the 
UI-5,  ESD  does  not  have  current  wage  information  for  the  employees 
involved.   If  an  employee  submits  a  claim,  it  must  be  held  until  current 
wage  information  is  obtained  from  the  employer. 

The  due  date  for  contributions  as  established  in  MAC  allows  the 
employer  30-31  days  to  prepare  and  submit  his  UI-5 — this  should  provide 
ample  time  for  all  employers  to  submit  their  report.   In  order  to  assure 
the  prompt  submission  of  all  contribution  and  wage  report  forms  and  to 
provide  uniformity  in  the  application  of  the  provisions  of  Section  87- 
135,  R.C.M.  1947,  and  MAC  24-3. 10(26)-S10400,  ESD  should  assess  penalties 
with  no  additional  grace  period  allowed. 

RECOMMENDATION 

We  reaommend  that  ESD  assess  penalty  and  interest  as  prescribed 
in  Section  87-135,   R.C.M.    1947,   for  all  employers'  contributions 
which  are  delinquent  under  the  provisions  of  MAC  24-3. 10(26)- 
S10400. 

LOCAL  OFFICE  PROCEDURES 

ESD  currently  has  local  employment  service  offices  in  23  locations 
around  the  state.   These  offices  perform  many  functions  related  to 
overall  agency  operations,  including  claims-taking,  job  listing  and 
referrals,  and  testing  and  counseling  services.   The  local  offices  also 
handle  virtually  all  claimant  contacts  made  by  ESD.   Our  audit  included 
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tests  of  control  procedures  at  these  offices.   Several  areas  where 
controls  were  inadequate  are  discussed  in  the  following  sections. 
Claim  File  Storage 

During  our  work  at  local  offices,  we  found  that  one  office  had  no 
established  checkout  system  for  claim  files.   If  an  employee  needs  a 
file,  he  simply  takes  it  from  the  file  room.   There  is  no  way  that  other 
agency  employees  can  easily  find  the  file.   They  must  ask  other  employees 
until  they  find  out  who  has  it. 

Because  these  claim  files  contain  documentation  of  a  recipient's 
application  for  benefits;  contacts  with  the  agency;  and  payments  made  to 
the  claimant,  they  should  be  adequately  controlled.   This  control  should 
include  a  checkout  system  which  allows  any  employee  to  locate  a  file 
with  minimum  effort. 

RECOMMENDATION 

We  recommend  that  ESD  establish  a  local  office  claim  file  checkout 
system  which  will  allow  all  employees  to  quickly   locate  files. 

Claims-takers  Signing  Forms 

During  our  review  of  claim  files  at  ESD  local  offices,  we  found 
several  instances  where  claims-takers  were  not  signing  documents  pre- 
pared by  claimants.   These  documents  included  claims  for  benefits  (203- 
M)  and  claim  supplements  (UI-222) .   Sections  525.13  and  540.16  of  the 
ESD  Montana  Operations  Manual  require  that  the  claims-taker  sign  these 
documents  for  authenticity. 

Both  of  these  forms  are  essential  parts  of  the  claim  process  and 
can  result  in  initial  or  continued  payment  of  claims  or,  in  the  case  of 
the  UI-222,  the  suspension  of  benefit  payments.   Because  of  the  signif- 
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icant  reliance  placed  on  these  documents  in  the  benefits  claim  process 
and  the  potential  effects  if  errors  occur  on  them,  local  office  employees 
should  be  instructed  to  sign  these  documents  as  required  by  the  ESD 
Montana  Operations  Manual. 

RECOMMENDATION 

We  recommend  that  ESD  local  office  employees  he  instructed  to  sign 

20S-M  and  UI-222  documents  as  required  by  the  ESD  Montana  Operations 

Manual. 

Cash  Receipts 

In  our  review  of  operations  at  local  offices,  we  asked  various 
managers  if  they  received  any  payments  from  employers  or  claimants. 
Several  indicated  that  they  did  receive  limited  amounts  of  payments  from 
claimants  who  had  been  overpaid  or  from  employers  paying  premiums. 
There  are  few  of  these  collections,  and  the  local  office  managers  said 
they  always  try  to  convince  the  claimant  or  employer  to  make  payment 
directly  to  the  ESD  central  office.   If  they  still  want  to  pay  at  the 
local  office,  then  the  manager  accepts  the  payment. 

In  order  to  provide  uniformity  between  local  offices  for  these 
transactions  and  to  provide  control  over  the  money  received,  ESD  should 
establish  procedures  for  local  offices  to  use  in  making  these  collections 
and  sending  the  money  to  the  central  office.   These  procedures  should 
include  distribution  of  pre-numbered  cash  receipt  books  to  local  offices 
for  use  by  them  when  money  is  received. 

REC0m4ENDATI0N 

We  recommend  that  ESD  establish  uniform  procedures  for  use  by  all 
local  offices  when  they  receive  payments  from  claimants  or 
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employers  and  issue  pre-nionbered  cash  receipt  books   to  local 
offices  for  use  in  these  transactions. 

UNEMPLOYMENT  BENEFIT  PAYMENTS 

Unemployment  benefit  payments  made  by  ESD  during  fiscal  year  1974- 
75  were  nearly  $28,000,000.   This  includes  payments  of  benefits  from  the 
Montana  unemployment  trust  fund  and  payments  of  benefits  under  federally 
funded  unemployment  benefit  programs.   This  represents  approximately  65 
percent  of  total  ESD  expenditures  during  the  fiscal  year.   Because  of 
the  large  dollar  amounts  involved  in  this  program  and  the  enormous 
number  of  benefit  checks  written  during  the  fiscal  year,  we  selected  a 
sample  of  nearly  500  transactions  for  detailed  audit  testing.   During 
our  review  of  these  transactions,  we  found  several  areas  where  procedures 
and  controls  are  inadequate.   These  problems  are  discussed  in  the  fol- 
lowing sections. 

Control  of  Claims  for  Benefit  Cards 

At  the  present  time,  ESD  prepares  a  deck  of  benefit  cards  (form 
203)  for  weekly  claims  and  sends  them  to  the  claimant's  local  employment 
office.   Each  week  local  office  employees  send  the  claimant  a  203  card, 
which  the  claimant  must  sign  and  return  to  receive  benefits  for  that 
week.   Local  office  employees  record  information  from  the  203  cards  in 
their  claim  file  and  forward  the  203  to  the  central  office  machine 
section.   The  machine  section  keypunches  the  pay  week  and  pay  number  on 
the  card  and  uses  it  as  the  source  document  to  produce  a  benefit  check 
for  the  claimant.   In  many  Instances  during  our  review  of  Inactive  local 
office  claim  files,  we  found  unused  203  cards.   These  cards  are  left  in 
the  file  when  the  claimant  stops  drawing  benefits. 
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The  U.S.  Department  of  Labor  in  a  Comparative  Analysis  Action  Plan 
for  Unemployment  Insurance  Activities  issued  concerning  Montana's  bene- 
fit payment  system,  recommended  that  Montana  discontinue  furnishing 
prepunched  payorder  cards  in  decks.   In  addition,  the  report  recommended 
that  Montana  "mail  the  certification  (203  card)  for  the  'next'  week  to 
the  claimant,  along  with  the  (current)  check"  and  that  the  claimant 
"mail  continued  claims  (203  cards)  directly  to  the  central  office."   The 
plan  refers  to  this  recommendation  as  the  "double  by-pass  system"  if  it 
is  completely  implemented.   When  only  the  first  of  these  two  recommen- 
dations (mailing  203  cards  directly  to  claimants)  is  implemented,  it  is 
called  a  "single  by-pass  system." 

ESD  officials  indicated  that  they  had  considered  implementing  the 
double  by-pass  system  when  their  computerized  benefit  payment  system  is 
complete.   One  ESD  official  indicated  that  it  would  be  about  a  year 
before  complete  computerization  and  six  additional  months  before  the 
double  by-pass  system  could  be  fully  Implemented. 

Because  the  current  paycard  distribution  system  creates  a  serious 
lack  of  internal  control  over  benefit  payments,  and  because  of  the  long 
time  period  (at  least  18  months)  before  the  division  can  implement  the 
double  by-pass  system,  the  division  should  implement  the  single  by-pass 
paycard  distribution  system  immediately.   Implementation  of  this  system 
should  require  a  minimum  amount  of  change  in  the  current  check  writing 
and  distribution  system  and  would  greatly  improve  control  over  paycards 
and  benefit  payments.   Adopting  the  single  by-pass  system  immediately 
would  also  decrease  the  amount  of  work  necessary  to  convert  to  the 
double  by-pass  system  when  the  benefit  payment  system  is  computerized. 
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RECOMMENDATION 

We  veoorrmend  that  ESD  adopt  the  single  by-pass  distribution  system 
for  weekly  paycards  and  consider  adopting  the  double  by-pass 
system  when  benefit  payment  computerization  is  complete. 

Filing  Continued  Interstate  Claim  Documents 

Special  filing  forms  are  required  for  claimants  whose  benefit 
payments  are  made  by  another  state.   These  forms  (IB-2)  are  necessary 
for  Montana  to  maintain  adequate  control  over  payments  to  out-of-state 
claimants.   During  fiscal  year  1974-75,  ESD  stopped  filing  these  claim 
forms  in  individual  claim  files.   They  are  now  stored  in  groups  on  a 
table  and  sorted  alphabetically. 

During  our  review  of  benefit  payment  transactions,  we  found  18  pay- 
ments made  on  the  basis  of  these  forms  but,  because  of  the  inadequacy  of 
this  new  filing  system,  we  could  not  locate  the  forms.  We  were  informed 
by  the  clerk  in  charge  of  interstate  payments  that  it  would  probably 
take  several  days  to  locate  the  forms  we  needed.  Because  of  this  it  was 
not  practical  for  us  to  fully  test  these  transactions,  although  we  did 
satisfy  ourselves  as  to  their  validity  through  alternate  testing. 

In  order  to  provide  reasonable  access  to  the  documentation  support- 
ing interstate  benefit  payments  and  to  insure  that  IB-2  forms  are  not 
lost,  ESD  should  file  the  forms  in  individual  claim  files.   These  forms 
represent  the  claimant's  request  for  payment  and,  as  such,  they  should 
be  adequately  safeguarded. 

RECOMMENDATION 

We  recommend  that  ESD  file  continued  interstate  claim  documents 
in  the  appropriate  individual  claim  file. 


-70- 


Part-Time  Employment 

In  order  to  maintain  his  eligibility  for  unemployment  benefits,  a 
claimant  must  be  totally  unemployed  during  the  benefit  week.   Section 
87-149,  R.C.M.  1947,  defines  "total  unemployment"  as  "any  week  during 
which  he  performed  no  services  and  with  respect  to  which  no  wages  are 
payable  to  him."   This  section  goes  on  to  say  "As  used  in  this  sub- 
section the  term  'wages'  shall  include  only  that  part  of  remuneration 
for  work  which  is  in  excess  of  twice  the  weekly  benefit  amount,  and  the 
term  'service'  shall  include  only  that  work  in  excess  of  twelve  (12) 
hours  in  any  one  week." 

Local  office  officials  told  us  that  part-time  work  information 
accumulated  by  their  offices  was  verified  in  two  different  ways,  depend- 
ing on  the  type  of  employment.   If  the  employment  is  with  an  employer 
who  is  covered  by  unemployment  insurance,  the  local  office  relies  on 
fraud  control  procedures  at  the  central  office  to  detect  overpayments 
and  fraud.   If  the  employment  is  with  an  uninsured  employer,  the  local 
office  must  verify  the  wages  and  hours.   In  addition  to  the  procedures 
described  above,  the  local  offices  may  verify  wages  and  hours  reported 
by  claimants  if  they  feel  that  immediate  verification  is  necessary.   To 
do  this  a  "Verification  of  Earnings"  form  UI-279  is  sent  to  the  employer 
asking  him  to  list  the  dates  and  hours  worked  by  the  claimant  and  his 
gross  earnings. 

During  our  review  of  claim  files  at  local  employment  offices,  we 
found  several  that  contained  data  indicating  claimants  were  continually 
working  10  to  12  hours  each  week  while  drawing  unemployment  benefits. 
We  found  little  evidence  in  these  files  indicating  that  the  local  offices 
had  attempted  to  verify  the  wage  and  hour  information  supplied  by  the 
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claimant.   We  found  no  documented  evidence  that  the  claimant's  availability 
for  other  work  was  questioned  because  of  continued  part-time  work. 

Because  of  the  possibility  of  abuse  of  unemployment  benefits  related 
to  part-time  employment,  ESD  local  offices  should  regularly  verify  wage 
and  hour  information  submitted  by  claimants  who  continually  work  10  to 
12  hours  per  week  while  receiving  unemployment  benefits.   This  verification 
could  be  through  the  use  of  form  UI-279.   Use  of  this  form  would  make 
the  employer  aware  that  the  employee  was  receiving  unemployment  benefits 
and  encourage  the  claimant  to  submit  accurate  information. 

RECOMMENDATION 

We  recommend  that  ESD  establish  guidelines  for  the  use  of  a 

"Verification  of  Earnings"  form  in  conjunction  with  all  claimants 
who  continually  work  part-time  while  drawing  unemployment  benefits. 

Self-Employed  Claimants 

In  several  instances  during  our  review  of  unemployment  benefit 
transactions,  we  found  claimants  who  were  self-employed  part-time  while 
receiving  unemployment  benefits.   As  was  discussed  in  the  previous 
section,  the  unemplojmient  law  allows  claimants  to  work  up  to  12  hours 
and  earn  up  to  twice  their  weekly  benefit  amount  while  receiving  bene- 
fits; however,  ESD  officials  indicated  to  us  that  it  is  difficult  to 
verify  the  wages  or  hours  of  a  self-employed  claimant.   They  told  us 
that  in  many  cases  payroll  and  profit  records  for  self-employed  claim- 
ants were  grossly  inadequate  and  time  records  were  not  kept.   If  payroll, 
profit  and  time  records  do  not  exist,  ESD  must  rely  totally  on  informa- 
tion supplied  by  the  claimant  for  determining  his  eligibility. 
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This  situation  creates  a  serious  flaw  in  the  eligibility  verification 
system  currently  in  effect  at  ESD  and  provides  increased  possibility  for 
abuse  of  the  unemployment  laws.   ESD  should  establish  regulations  or,  if 
necessary,  seek  legislation  requiring  self-employed  claimants  to  maintain 
wage  and  hour  records  adequate  to  provide  a  basis  for  ESD  to  use  in 
determining  claimants'  eligibility.   These  records  should  be  regularly 
audited  by  field  auditors.   In  those  instances  where  the  wage  and  hour 
records  are  unauditable  or  inadequate  for  ESD  use,  the  claimant  should 
be  ineligible  for  benefits  until  the  records  are  improved.   This  would 
provide  incentive  for  self-employed  persons  to  maintain  adequate  wage 
and  hour  records  and  would  provide  ESD  with  a  method  for  withholding 
benefits  from  claimants  whose  eligibility  cannot  be  adequately  verified. 

RECOMMENDATION 

We  reaommend  that  ESD  consider  establishing  regulations  or,    if 
necessary,    seek   legislation  requiring  self-employed  persons  who 
work  part-time  while  receiving  imemployment  benefits  to  maintain 
wage  and  hour  records  adequate  to  allow  verification  of  their 
eligibility  for  unemployment  benefits. 

Periodic  Interviews 

Section  540  of  the  ESD  Montana  Operations  Manual  provides  for  use 
of  a  claims  supplement  (form  UI-222)  for  reaffirming  eligibility  at 
various  times  while  a  claimant  is  receiving  benefits.   Section  5A0.02  of 
the  Montana  Operations  Manual  states  that  "The  questionnaire  (form  UI- 
222)  is  to  be  furnished  to  the  claimant  at  the  time  he  files  his  initial 
or  additional  claim  ....   During  the  claim  series,  the  questionnaire  is 
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again  furnished  the  claimant  one  week  prior  to  the  due  date  of  each 
periodic  interview  as  scheduled." 

Section  540.07  of  the  Montana  Operations  Manual  divides  claimants 
into  two  separate  groups  according  to  their  previous  work  history.   This 
section  defines  Class  C  claimants  as  "Claimants  whose  work  record  and 
other  information  shows  insufficient  evidence  of  permanent  attachment  to 
the  labor  market  or  raises  a  question  as  to  their  availability,  ability, 
or  willingness  to  work.   Claimants  whose  work  record  is  not  complete 
enough,  lacking  information  in  areas  which  might  be  conclusive  are  also 
assigned  to  the  'C'  Group  at  least  until  such  time  as  adequate  attach- 
ment to  the  labor  market  can  be  established." 

Class  A  claimants  are  "Claimants  whose  work-record  and  relevant 
information  shows  employment  by  one  employer  or  in  the  same  type  of 
occupation  with  one  or  more  employer,  regularly  and  with  a  fair  degree 
of  continuity,  aside  from  seasonal  interruptions,  over  such  a  period  of 
time  as  to  be  convincing  evidence  of  their  firm  attachment  to  the  labor 
market  and  of  a  disposition  to  seek  suitable  work  promptly." 

Sections  540.08  and  540.09  of  the  Montana  Operations  Manual  de- 
scribe the  required  frequency  of  periodic  interviews  and  related  UI-222 
mailings  for  the  two  classes  of  claimants.   Section  540.08  states  that: 

"All  claimants  in  Class  C  are  to  be  scheduled  for  periodic  reinter- 
views  at  intervals  of  not  more  than  five  weeks  during  continuance 
of  their  unemployment  or  until  such  time  as  the  classification  is 
found  to  warrant  change  from  Class  C  grouping." 

Section  540.09  states  that: 

"All  claimants  in  Class  A  are  to  be  reviewed  at  intervals  of  not 
more  than  ten  weeks  and  scheduled  for  reinterview  when  changed 
employment  conditions  or  other  circumstances  are  found  to  warrant 
further  inquiry  into  employment  possibilities.   Reclassification  to 
Class  C  may  attach  to  such  finding." 
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In  our  review  of  claim  files  at  several  ESD  local  offices,  we  found 
that  in  many  cases  the  UI-222  was  not  being  used  as  required,  and 
periodic  interviews  were  not  made  in  accordance  with  the  provisions 
quoted  above.   In  several  files  we  reviewed  we  could  find  no  evidence  at 
all  to  indicate  that  a  UI-222  had  been  sent  to  or  prepared  by  a  claimant 
or  that  a  periodic  reinterview  had  been  scheduled  for  a  claimant  during 
the  time  he  drew  benefits. 

Local  office  officials  told  us  that  because  of  the  tremendous  in- 
crease in  the  number  of  claims  filed,  it  was  impossible  for  them  to 
schedule  claimant  reinterviews  at  the  intervals  prescribed  by  the 
Montana  Operations  Manual.   At  one  local  office  we  were  told  that  unless 
specific  information  was  received  placing  a  claimant's  eligibility  in 
doubt,  periodic  reinterviews  were  not  scheduled  until  the  claimant  had 
drawn  39  weeks  of  benefits. 

The  periodic  reinterview  procedures  described  above  are  an  essen- 
tial control  feature  in  the  ESD  benefit  payment  system.   They  are  the 
only  systematic  method  ESD  has  to  make  personal  contact  with  claimants 
regarding  benefit  payments  and  continued  eligibility  for  benefits.   Even 
though  the  claim  load  at  ESD  has  increased  drastically,  a  systematic 
plan  for  periodic  reinterviews  and  UI-222  contact  with  claimants  should 
be  maintained.   This  is  essential  to  detect  ineligible  claimants  before 
large  overpayments  are  made  and  to  provide  claimants  additional  contact 
with  the  local  employment  service. 

EECOMMEmATION 

We  recommend  that  ESD  comply  with  the  provisions  of  section  540 
of  the  ESD  Montana  Operations  Manual  by  sending  UI-222  forms 
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and  scheduling  pern,odic  reinterviews  with  claimants  as 
prescribed  by   that  section. 

Ineligibility  Because  of  Workers'  Compensation  Benefits 

Section  87-106(e) (2)states  that  an  individual  shall  be  disqualified 
for  benefits  for  any  week  with  respect  to  which  he  is  receiving  or  has 
received  pajnnent  in  the  form  of  "Compensation  for  disability  under  the 
Workmen's  Compensation  Law  or  the  Occupational  Disease  Law  of  this  or 
any  other  state  or  under  a  similar  law  of  the  United  States." 

During  our  review  of  benefit  payments  at  ESD,  we  reviewed  procedures 
used  by  ESD  to  test  for  claimants  who  were  drawing  unemployment  benefits 
and  workers'  compensation  at  the  same  time.   We  noted  several  instances 
where  ESD  found  claimants  were  drawing  workers'  compensation  at  the  same 
time  but,  because  of  inadequacies  in  ESD's  system  for  obtaining  informa- 
tion from  the  Workers'  Compensation  Division,  large  overpayments  were 
made  by  ESD  before  the  errors  were  detected.   ESD  has  had  particular 
difficulty  collecting  these  accounts  because  the  people  involved  are 
usually  at  least  partially  disabled  and  may  have  trouble  obtaining 
steady  employment. 

ESD  should  obtain  information  from  the  Workers'  Compensation 
Division  at  least  weekly  and  use  that  information  to  review  eligibility 
for  all  new  and  continued  claims.   For  each  person  reported  to  be  re- 
ceiving workers'  compensation  benefits,  ESD  should  draw  a  benefit  status 
request  to  determine  if  the  claimant  is  currently  or  has  been  receiving 
unemployment  benefits.   If  the  person  is  not  currently  receiving  unem- 
ployment benefits,  ESD  should  place  a  stop-pay  card  on  the  person's  wage 
cards  until  his  workers'  compensation  payments  stop  to  be  certain  that 
duplicate  payments  are  not  made. 
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RECOMMENDATION 

We  veaommend  that  ESD  obtain  benefit  payment  information  from 

the  Workers'  Compensation  Division  at   least  weekly  a>zd  immediately 
use  that  information  to  detect  and  prevent  payment  of  unemployment 
benefit  payments   to  those  individuals  who  are  receiving  workers  ' 
compensation. 

Duplicate  Benefit  Payments  from  Different  Programs 

During  our  review  of  benefit  pajmients  at  ESD,  we  found  that  duplicate 
benefit  payments  made  from  two  different  benefit  programs--i.e. ,  extended 
benefits  vs.  special  unemployment  assistance — were  not  being  detected  in 
the  normal  duplicate  payment  search  made  by  the  ESD  computer.   An  offi- 
cial in  the  ESD  data  processing  section  indicated  that  the  computer  did 
not  do  this  because  there  are  certain  circumstances  where  a  claimant  can 
legitimately  receive  benefit  payments  from  two  programs.   He  said  that 
if  the  computer  were  designed  to  print  out  duplicate  payments  between 
programs,  all  these  legitimate  payments  would  be  printed  when  there  was 
no  actual  overpayment. 

In  one  sample  transaction  we  found  that  a  claimant  had  received  two 
$63  payments  for  the  same  week  from  two  separate  programs.   ESD  did  not 
detect  this  error  through  their  normal  duplicate  payment  search,  and,  in 
fact,  they  were  not  aware  of  it  until  we  referred  it  to  them.   The 
failure  of  ESD  to  provide  adequate  controls  to  disclose  these  duplicate 
payments  represents  a  serious  deficiency  in  the  internal  control  over 
benefit  payments.   ESD  should  immediately  develop  procedures  adequate  to 
detect  these  duplicate  payments  and  implement  them  in  the  machine  section. 
All  errors  noted  should  be  promptly  referred  to  and  reviewed  by  the 
accounts  receivable  section. 
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RECOMMENDATION 

We  reoornmend  that  ESD  establish  prooedures   to  assure  that  duplicate 
benefit  payments  made  from  different  programs  are  detected  by 
normal  data  processing  duplicate  payment  detection  programs. 

Benefit  Payments  Not  in  Benefit  Status  File 

ESD  maintains  a  computer  tape  file  of  all  benefit  payment  trans- 
actions made  to  recipients  each  year.   The  ESD  benefits  section  uses 
this  file  to  obtain  prior  benefit  payment  information  concerning  claim- 
ants, to  help  determine  the  eligibility  of  claimants  and  to  disclose 
duplicate  benefit  payments. 

We  selected  a  sample  of  benefit  transactions  from  the  benefit 
payments  computer  file  at  ESD  for  detailed  audit  testing.   For  each  item 
selected  we  requested  a  benefit  status  request  for  the  claimant  for  the 
last  three  years.   In  one  instance  a  transaction  we  selected  did  not 
appear  on  the  benefit  status  file.   Our  research  into  this  situation 
revealed  that  when  the  special  unemployment  assistance  (SUA)  program 
started  in  December  of  1974,  the  first  294  transactions  were  placed  on  a 
computer  tape  separate  from  the  normal  transaction  file.   When  ESD 
merged  transaction  files  into  the  benefit  status  file,  this  tape  was 
omitted  and,  thus,  the  transactions  did  not  show  up  on  our  benefit 
status  request. 

As  described  above,  the  benefit  status  file  provides  essential 
management  information  for  the  ESD  benefits  section  and  is  the  only 
effective  source  available  for  detecting  duplicate  payments  made  to 
unemployment  benefit  recipients.   ESD  should  make  every  effort  to  assure 
itself  that  this  file  is  complete,  correct,  and  up  to  date.   ESD  should 
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perform  monthly  reconciliations  of  the  number  of  payments  made  to  recip- 
ients and  the  number  of  additional  transactions  on  the  benefit  status 
file.   This  would  provide  reasonable  assurances  of  the  accuracy  of  the 
file  and  the  reliability  of  information  obtained  from  it. 

RECOMMENDATION 

We  reaommend  that  ESD  perform  monthly  reoonailiations  of  the  number 

of 'benefit  payments  to  the  nimber  of  additional  records  on  the 

benefit  status  file. 

Control  of  Prepared  Checks 

While  we  were  performing  part  of  our  audit  work  in  the  ESD  cashier's 
office,  we  observed  an  ESD  official  removing  two  benefit  payment  checks 
from  a  garbage  box  under  the  check-signing  machine.   The  official  indicated 
that  he  did  not  know  how  these  checks  got  into  the  box,  but  he  said  he 
had  never  found  checks  there  before. 

This  error  represents  a  serious  flaw  in  the  control  system  for  ESD 
benefit  checks.   Each  check  is  processed  by  at  least  three  departments 
at  ESD.   The  data  processing  section  writes  the  checks;  the  cashier's 
office  processes  the  checks  through  the  check-signing  machine;  and  the 
benefits  section  stuffs  the  checks  in  envelopes  and  mails  them. 

In  order  to  maintain  adequate  control  over  blank  check  stock  and 
prepared  checks,  ESD  should  establish  a  number  control  system  over 
checks  when  they  are  issued  to  the  data  processing  section.   Each  time  a 
different  section  assumes  control  of  the  checks,  the  person  receiving 
the  checks  should  count  them  and  sign  for  them.   This  would  provide  a 
record  of  who  handled  the  checks  and  at  what  point  checks  were  misplaced. 
This  would  also  make  it  easier  to  locate  any  checks  which  were  misplaced. 
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RECOMMENDATION 

Ve  veoorrmend  that  ESD  establish  a  number  control  and  accountability 
system  for  checks  being  processed  through  the  agency. 

Duplicate  Benefit  Payments 

During  fiscal  year  1974-75,  ESD  procedures  for  detecting  duplicate 
payments  to  claimants  were  inadequate.   According  tc  an  official  in  the 
data  processing  section,  monthly  lists  of  duplicate  payments  were  gen- 
erated by  the  computer  and  sent  directly  to  the  benefits  accounts 
receivable  clerk  who  investigates  the  claim  and  determines  whether  an 
overpayment  actually  exists.   If  it  does,  she  notifies  the  claimant  and 
establishes  the  appropriate  account  receivable. 

Our  review  of  a  sample  of  claim  files  revealed  that  in  some  cases 
there  was  as  much  as  eight  months'  delay  between  the  time  an  overpayment 
was  made  and  the  time  it  was  discovered  by  ESD.   In  five  sample  items  we 
found  that  duplicate  payments  made  in  the  first  three  months  of  1975 
were  not  detected  until  September  of  1975.   The  time  delay  between  the 
payments  and  detection  by  ESD  makes  it  difficult  for  ESD  to  collect  the 
overpayments.   In  most  cases  the  claimant  is  no  longer  drawing  benefits 
when  the  overpayment  is  detected,  so  ESD  can't  collect  the  money  by 
offsetting  benefit  payments. 

In  order  to  insure  that  ESD  detects  duplicate  benefit  payments 
early  and  to  insure  the  prompt  collection  of  the  related  account  receiv- 
able, the  ESD  data  processing  section  should  provide  the  accounts 
receivable  clerk  with  daily  listings  of  duplicate  payments  listed  on  the 
computer  file.   The  accounts  receivable  clerk  should  investigate  these 
Items  immediately  to  increase  the  possibility  of  collection  from  the 
claimant. 
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RECOMMENDATION 

We  reaorrmend  that  ESD  establish  procedures  requiring  daily   listing 
of  all  duplicate  payments  by   the  data  processing  section  and 
immediate  investigation  of  these  payments  by  the  accounts 
receivable  clerk. 

Eligibility  for  Benefits 

Our  audit  revealed  several  potential  problems  with  unemployment 
benefits  eligibility  criteria  currently  specified  in  the  unemployment 
compensation  act.   In  several  cases  we  found  that  the  criteria  invited 
abuse  of  law.   The  potential  problem  areas  we  found  dealt  with  the 
following  subjects: 

1.  Claimants  who  draw  benefits  after  voluntarily  quitting  their 
last  job 

2.  Claimants  who  are  involved  in  labor  disputes 

3.  Claimants  who  work  part-time  while  drawing  unemplojmient 
benefits 

4.  Claimants  who  work  in  industries  where  work  is  seasonal 
Because  of  the  amount  of  research  which  must  be  done  in  order  to 

determine  reasonable,  workable  changes  in  eligibility  criteria  in  these 
areas  and  the  Impact  of  those  changes,  we  plan  to  perform  a  review  of 
these  areas  and  other  areas  concerning  eligibility  for  unemployment 
benefits.   The  results  of  this  review  will  be  published  in  a  separate 
report  at  a  later  date. 
ESD  FRAUD  CONTROL  PROGRAM 

During  fiscal  year  1974-75,  fraud  control  activities  at  ESD  were 
limited.   Computer  cross-matches  to  test  for  claims  fraud  were  limited 
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to  a  25  percent  sample  in  one  quarter  of  the  year  and  none  in  the  other 
three  quarters. 

Computer  cross-matches  at  ESD  are  designed  to  test  for  claimants 
who  work  and  draw  benefits  during  the  same  quarter  of  the  calendar  year. 
If  the  wages  earned  by  a  claimant  exceed  a  predetermined  limit,  when 
compared  to  the  number  of  weeks  of  benefits  the  claimant  received  during 
the  quarter,  the  claimant  is  selected  for  review  by  a  post-audit  clerk 
in  the  ESD  fraud  section. 

Only  14  cases  were  referred  to  county  attorneys  for  prosecution 
during  fiscal  year  1974-75.   This  compares  with  a  high  of  272  referrals 
in  fiscal  year  1971,  when  the  fraud  control  program  was  in  full  force. 
Reasons  for  the  decrease  in  fraud  case  referrals  include  a  significant 
decrease  in  the  number  of  man-hours  allocated  to  the  fraud  control 
program  and  failure  of  the  division  to  adequately  cross-match  benefit 
payments  to  wage  records.   During  late  1975,  the  Governor's  Office 
conducted  an  investigation  into  the  reasons  for  the  significant  reduc- 
tion in  the  fraud  control  program  at  ESD. 

This  investigation  revealed  several  problems  in  the  fraud  control 
program  and  resulted  in  recommendations  for  changes  in  the  program. 
Those  recommendations  were  essentially  as  follows: 

"1.   Complete  machine  cross  matches  should  be  made  for  every  quarter 
beginning  immediately. 

"2.   Strengthen  fraud  control  program  by  adding  at  least  one  post- 
audit  clerk. 

"3.  Place  (the  claims  investigator)  directly  under  (the  adminis- 
trator) and  encourage  him  to  investigate  all  potential  fraud 
cases  generated  by  the  cross  match. 
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"4.   Have  the  (claims  investigator's)  recommendation  for  prose- 
cution reviewed  directly  by  the  ESD  attorney  rather  than  by 
(the  supervisor  of  the  benefits  section)  who  has  no  experience 
or  training  in  criminal  prosecution  and  has  exercised  poor 
judgment  in  the  past. 
"5.   Develop  a  written  policy  statement  for  the  destruction  of 
outdated  files  and  assign  responsibility  for  retention  and 
destruction  of  files. 
"6.   Physically  separate  (the  claims  investigator)  from  (the  super- 
visor of  the  benefits  section)  and  (the  deputy  administrator 
for  unemployment  insurance). 
"7.   (The  administrator)  should  take  such  other  administrative 
action  as  is  necessary  to  re-emphasize  the  fraud  control 
program,  assert  administrative  control  over  the  fraud  program, 
reduce  personality  conflicts  and  eliminate  incompetence." 
Subsequent  to  this  investigation,  we  reviewed  procedures  in  the  ESD 
fraud  control  program  to  determine  if  the  recommended  changes  were  made. 
We  found  that  all  recommendations  were  either  implemented  or  were  in  the 
process  of  being  implemented.   Full  implementation  of  these  recommenda- 
tions is  essential  if  ESD  is  to  maintain  an  adequate  fraud  control 
program.   Without  this  program,  abuse  of  unemployment  benefits  will 
increase,  and  ESD  will  be  unable  to  stop  that  increase. 

RECOMMEmATION 

We  reaommend  that  ESD  fully  implement  the  recommendations  resulting 

from  the  Governor's  investigation  into  the  ESD  fraud  control 

program. 
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FINAL  COMMENTS 

We  have  reviewed  this  report  with  the  Administrator  of  the  Employ- 
ment Security  Division,  his  staff,  and,  where  applicable,  the  Director 
of  the  Department  of  Administration  and  the  Governor's  Office  of  Budget 
and  Program  Planning.   The  full  texts  of  their  written  responses  to  this 
report  begin  on  page  95. 

We  wish  to  express  our  appreciation  to  these  officials  and  their 
respective  staffs  for  cooperation  and  assistance  during  the  audit. 
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Exhibit  E 

EMPLOYMENT  SECURITY  DIVISION 

Notes  to  the  Financial  Statements 
Fiscal  Year  Ended  June  30,  1975 

1.    SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

The  preceding  financial  statements  were  prepared  from  agency  general 

ledgers  maintained  by  ESD  and  not  the  Statewide  Budgeting  and  Accounting 

System.   These  agency  general  ledgers  are  the  primary  accounting  record 

for  ESD.   The  different  funds  included  in  the  financial  statements, 

their  relationship  to  the  state  treasury  fund  structure,  and  their 

purposes  are: 

Federal  Fund — To  account  for  receipt  and  expenditure  of  money 

allocated  to  ESD  by  the  federal  government  for  support  of  ESD 

programs  and  agency  administration.   In  addition,  a  limited  amount 

of  trust  fund  cash  which  ESD  has  on  hand  for  payment  of  unemployment 

insurance  benefits  and  penalty  and  interest  pajrments  received  from 

employers  on  past-due  tax  assessments  are  included  in  the  federal 

fund.   This  fund  corresponds,  for  the  most  part,  to  the  federal  and 

private  rei'enue  fund  and  the  federal  and  private  grant  clearance 

fund  within  the  state  treasury  fund  structure. 

All  receipts  and  expenditures  shown  on  the  Statement  of  Receipts 

and  Statements  of  Expenditures  were  taken  from  ledgers  which  support 

the  federal  funds  balance  sheet.   ESD  uses  these  ledgers  as  its 

primary  accounting  record  for  all  receipts  and  expenditures. 

Trust  Fund — To  account  for  tax  moneys  collected  from  employers 

within  the  state  and  to  account  for  money  placed  in  trust  for  the 

state  with  the  United  States  Treasury.   These  funds  would  be  accounted 

for  in  the  agency  fund  within  the  state  treasury  fund  structure. 
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Property  Fund — To  account  for  fixed  assets  and  equipment  purchased 
by  BSD  and  related  depreciation  and  debt  accounts.   There  is  cur- 
rently no  vehicle  to  account  for  these  assets  within  the  treasury 
fund  structure. 
Basis  of  Accounting 

ESD  maintains  its  books  on  the  modified  accrual  basis  of  accounting. 
Modified  accrual  is  defined  as  "that  method  of  accounting  in  which 
expenditures  are  recorded  on  the  basis  of  valid  obligations  and  revenues 
are  recorded  when  received  in  cash.   At  the  end  of  a  fiscal  year,  all 
valid  obligations  against  an  appropriation  are  to  be  accrued  as  expen- 
ditures as  provided  by  law."   (Montana  Administrative  Manual  2-0240.40) 

2.  RETIREMENT  PLAN 

ESD  participates  in  the  Public  Employees'  Retirement  System  which 
covers  substantially  all  division  employees.   Under  the  plan,  ESD  pays 
5.2  percent  of  employees'  salaries  and  wages,  with  employees  contribu- 
ting 5.75  percent.   Retirement  plan  expense  for  fiscal  year  1974-75  was 
$226,201. 

3.  PROGRAM  ACCOUNTING 

All  ESD  receipts  and  expenditures  are  accounted  for  on  a  program 
basis.   The  Statement  of  Receipts  presented  on  page  85  lists  by  program 
number  all  programs  at  ESD  which  had  receipts  during  fiscal  year  1974-75 
and  the  Statement  of  Expenditures  vs.  Obligational  Authorities  presented 
on  page  86  presents  all  programs  through  which  expenaitures  were  made 
during  fiscal  year  1974-75. 

In  several  cases  programs  with  the  same  name  but  different  program 
numbers  appear  on  these  two  statements.   This  situation  occurs  because 
ESD  keeps  funds  for  each  program  separate,  according  to  the  fiscal  year 
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in  which  the  funds  were  appropriated  by  the  federal  government.   The 
last  digit  of  the  program  number  generally  denotes  the  fiscal  year  from 
which  the  funds  originated,  i.e.,  a  program  number  ending  in  3  denotes, 
in  most  cases,  a  program  funded  from  a  fiscal  year  1972-73  federal 
appropriation  and  a  program  number  ending  in  5  denotes,  in  most  cases,  a 
program  funded  from  a  fiscal  year  1974-75  federal  appropriation. 

4.  FUND  INVESTMENT  ACCOUNT 

The  fund  investment  account  of  the  ESD  Balance  Sheet  is  used  to 
offset  the  unfunded  liability  for  accrued  annual  leave  which  is  listed 
on  the  balance  sheet.   These  accounts  are  maintained  by  ESD  to  provide 
cost  accounting  information  for  its  federal  cost  accounting  system. 

5.  NEGATIVE  RECEIPTS 

Several  programs  listed  on  the  ESD  statement  of  receipts  show  a 
negative  amount  of  receipts  during  the  fiscal  year.   This  is  caused  when 
ESD  closes  out  the  programs  and  moves  cash  to  another  program  under 
authority  granted  by  the  federal  government  or  when  ESD  returns  cash  to 
the  federal  government. 

6.  UNCLAIMED  FEDERAL  PAYMENTS 

This  account  is  used  by  ESD  to  hold  moneys  accumulated  when  checks 
issued  against  a  program  no  longer  in  existence  become  stale  dated  and 
are  cancelled  by  ESD.    These  moneys  are  returned  to  the  federal  government. 

7.  NEGATIVE  BALANCE  OF  PROGRAM  OBLIGATIONAL  AUTHORITY 

In  several  instances,  programs  listed  on  the  ESD  Statement  of 
Expenditures  vs  Obligation  Authorities  show  a  negative  (over expended) 
obligational  authority  balance  at  June  30,  1975.   This  is  not  illegal. 
The  situation  is  caused  by  the  time  lag  between  ESD's  receiving  verbal 
notification  from  the  federal  government  that  additional  obligational 
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authority  is  forthcoming  and  ESD's  receiving  written  notification  and 
inputing  the  information  into  the  federal  cost  accounting  system. 

8.  NEGATIVE  EXPENDITURES 

The  Statement  of  Expenditures  vs.  Obligational  Authorities  and  the 
Statement  of  Expenditures  by  Object  contain  negative  program  and  object 
code  expenditures  in  certain  instances.   These  negative  expenditures 
result  from  accounting  entries  made  to  correct  prior  years'  errors  in 
account  balances,  to  close  programs  during  the  year,  and  to  correct 
accrual  estimates.   These  entries  are  made  with  the  knowledge  of  the 
federal  government. 

9.  PENALTY  AND  INTEREST  PROGRAM 

The  Penalty  and  Interest  Program  shown  on  the  Statement  of  Receipts 
by  Program  and  Statement  of  Expenditures  vs.  Obligational  Authorities  is 
used  to  record  receipt  of  penalty  and  interest  to  ESD  and  subsequent 
expenditure  of  that  money  by  ESD  to  support  agency  operations. 

10.  LONG-TERM  DEBT 

ESD  currently  is  indebted  on  two  long-term  bond  issues  and  two 
long-term  notes  outstanding.   The  proceeds  of  the  bonds  and  notes  were 
used  to  finance  construction  of  the  original  ESD  headquarters  building 
in  Helena,  the  addition  to  the  headquarters  building  and/or  various 
local  offices.   The  following  paragraphs  describe  the  obligations: 

A.    ESD  had  a  $97,000  bond  payable  to  the  State  of  Montana  Workers' 
Compensation  Division  at  June  30,  1975.   It  bears  a  5  percent 
interest  rate,  requires  annual  payments  of  $46,000  and  will  be 
retired  during  fiscal  year  1976-77.   The  $46,000  annual  payments 
are  made  by  ESD  with  funds  provided  by  the  federal  government. 
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B.  ESD  had  a  $1,254,654  bond  issue  payable  to  the  State  of  Montana 
Public  Employees'  Retirement  System  at  June  30,  1975.   The 
bond  had  an  8-3/4  percent  interest  rate  until  fiscal  year 
1973-74.   The  rate  was  then  reduced  to  8  percent  for  the 
remaining  term  of  the  bonds.   The  annual  payment  on  the  bonds 
is  $176,000,  and  the  issue  will  be  retired  in  1988.   The 
$176,000  payments  are  made  by  ESD  from  funds  provided  by  the 
federal  government . 

C.  ESD  had  a  $398,000  note  payable  to  the  Montana  Unemployment 
Insurance  Trust  Fund  at  June  30,  1975.   This  note  bears  no 
interest  and  is  to  be  repaid  by  ESD  when  the  bonds  described 
in  A  and  B  of  this  note  are  retired.   The  source  of  funds  to 
retire  this  note  is  the  same  as  for  the  above-described  bond 
issues . 

D.  ESD  had  a  $232,999  note  payable  to  its  penalty  and  interest 
fund  at  June  30,  1975.   This  note  bears  no  interest  and  is  to 
be  repaid  by  ESD  when  the  bonds  and  note  previously  described 
in  this  footnote  have  been  retired.   The  federal  government 
will  provide  the  funds  to  retire  this  note. 

11.   LONG-TERM  LEASES 

ESD  leases  seventeen  buildings  throughout  the  state  for  local 
employment  offices,  WIN  and  CEP  centers,  and  a  Casual  Labor  office.   All 
lease  payments  are  made  monthly  with  the  lowest  payment  being  $95  and 
the  highest  $1,500.   Total  monthly  payments  for  all  leased  buildings  is 
$5,445. 

ESD  lease  agreements  provide  renewal  options  ranging  from  one  to 
five  years.   The  earliest  lease  expiration  date  is  June  30,  1976  while 
the  latest  expiration  date  is  October  31,  1980. 
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Appendix  I 


FLOW  CHART  OF  THE  RECORDING  IN  SBAS  OF  ESD 
TAX  COLLECTIONS  FROM  EMPLOYERS,  DEPOSITS  TO 
THE  UNEMPLOYMENT  TRUST  FUND  AND  WITHDRAWALS 
FROM  THE  TRUST  FUND. 


Tax  collections 
are  received 
'from  employers 
^and  placed  in  the 
^clearing  account- 
ing entity. 


Collections  are 
transferred  to  state 
treasury  cash  account 
of  the  trust  fund 
accounting  entity  so 
they  can  be  sent  to 
the  U.S.  Treasury. 


Collections  are 
transferred  to  the 
U.S.  Treasury  cash 
account  of  the  trust 
fund  accounting 
entity  when  money  is 
sent  to  the  U.S. 
Treasury. 


ESD  transfers 
money  from  the  U.S. 
Treasury  cash  ac- 
count to  the  state 
treasury  cash  account 
of  the  trust  fund 
accounting  entity 
when  it  is  needed 
to  pay  unemployment 
insurance  benefits. 


Money  is  transfer- 
red from  the  state 
treasury  cash  account 
of  the  trust  fund 
accounting  entity  to 
the  state  treasury 
cash  account  of  the 
UI  benefits  account- 
ing entity  where  it 
is  available  to  pay 
unemployment  insur- 
ance benefits. 
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AGENCY  REPLIES 


JOB 
SERVICE 


State  of  Montana 
Dept   of  Labor  &  industry 


Employment 
Security 
Division 


July  12,   1976 


P  O   Box  1728  •  Helena.  l\4ontana  59601 
Pfione    (406)  449-251 1 


JUi  121976 
ivionta\ma  legislative  auditor 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

In  the  cover  letter  by  the  Legislative  Auditor  accompanying  the  report 
on  the  audit  made  of  the  Employment  Security  Division  we  take  exception 
to  several  statements  and  conclusions  therein  contained. 

First  of  all,  the  statement  that  receipts  for  the  Unemployment  Insurance 
Program  were  overstated  is  incorrect.  Reference  concerning  these  receipts 
could  be  interpreted  that  an  error  occurred  in  recording  the  receipts, 
however,  we  are  actually  talking  about  two  entirely  different  matters. 
One  concerns  the  transfer  of  monies  from  the  Trust  Fund  Account  in 
Washington,  D.C.  to  the  Benefit  Account  in  Helena,  Montana.  This  is  the 
$22,000,000  referred  to.  The  other  receipts  referred  to  are  recordings 
of  taxes  collected  in  Montana  deposited  in  the  Clearing  Account  and 
transferred  to  the  Trust  Fund  to  await  transfer  to  the  Benefit  Account. 

Currently  the  Employment  Security  Division  uses  two  ledgers  to  record 
transactions  pertaining  to  Unemployment  Insurance.  The  employer  receipts 
and  Trust  Fund  are  or  a  manual  set  of  ledgers  with  computerization  of 
these  functions  under  way.  The  benefit  ledger  is  on  our  computerized 
cost  accounting  system.  Inference  here  is  that  the  benefit  ledger  was 
used  to  account  for  funds  received  from  employers  as  well  as  benefit 
payments.  Our  Benefit  Account  showed  receipts  of  $22,000,000  from  the 
Trust  Fund  and  our  Trust  Fund  ledger  recorded  $11,000,000  from  employers. 
If  it  were  felt  necessary  for  the  auditors  to  point  out  that  a  consolidation 
of  accounts  would  be  more  meaningful,  we  would  concur,  but  to  state  that 
it  was  an  $11,000,000  overstatement  does  not  present  the  true  picture. 
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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature 
July  12,  1976 
Page  two 


The  explanation  of  accounts  receivable  representing  $402,132  of  assets 
purportedly  not  included  in  the  Employment  Security  Division  general 
ledger  is  misleading.  The  items  listed  which  total  the  above  amount 
are  not  assets  according  to  the  federal  standards  required  in  reporting 
under  the  Federal  Unemployment  Tax  Act.  We  are  consistent  with  federal 
requirements. 

The  overall  confusion  expressed  in  the  cover  letter  over  the  difficulty 
the  state  auditors  evidently  have  in  establishing  a  financial  statement 
for  this  agency  stems  basically  from  a  lack  of  understanaing  of  the  complex 
reporting  requirements  we  face  from  the  multitude  of  federal  programs  we 
operate  and  the  insistence  that  this  agency's  financial  transactions  fit 
into  a  prescribed  mode  not  applicable  to  the  unique  structure  under  which 
we  administer  these  programs.  Previous  federal  audits  conducted  through 
the  years  did  not  seem  to  have  this  same  difficulty  in  establishing  a 
financial  picture  of  our  accountability. 

Other  specific  items  mentioned  in  the  Auditor's  cover  letter  are  dealt 
with  specifically  as  they  are  repeated  throughout  the  report. 

Sincerely, 


FRED  BARRETT,  Administrator 
Employment  Security  Division 
Department  of  Labor  and  Industry 

FB:kh 


AUDITOR'S  COMMENTS 

ESD  records  its  transactions  in  several  sets  of  accounting  records. 
In  order  to  perform  our  audit  tests  at  ESD  we  were  required  to  determine 
which  accounting  records  were  considered  primary  accounting  records  for 
the  agency.   We  were  told  that  the  fiscal  section  general  ledger  was 
that  primary  accounting  record;  therefore,  this  is  the  data  we  used  in 
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preparing  the  agency's  financial  statements.   This  ledger  listed  receipts 
of  approximately  $22,000,000  for  the  unemployment  insurance  program. 
Our  audit  work  revealed  that  this  was  the  amount  transferred  from  the 
Montana  unemployment  trust  fund  in  the  U.S.  Treasury  to  ESD  for  the 
payment  of  unemployment  benefits.   The  actual  amount  collected  for  the 
unemployment  insurance  program  was  approximately  $11,000,000.   The  other 
$11,000,000  represented  prior  year  tax  collections.   The  actual  amount 
of  current  year  collections  was  recorded  in  hand-kept  ledgers  at  ESD. 

We  could  not  include  both  of  the  amounts  in  the  financial  state- 
ments, so  we  included  the  $22,000,000  amount  which  was  recorded  in  what 
we  were  told  was  the  primary  accounting  record.   Once  this  amount  was 
placed  in  the  financial  statements,  we  were  required  by  generally 
accepted  auditing  standards  to  disclose  that  it  represented  transfers 
from  the  trust  fund  to  the  benefits  account  and  not  receipts  for  the 
unemplojrment  insurance  program. 

The  $402,132  of  accounts  receivable  is  comprised  of  accounts  which 
are  recorded  on  hand-kept  ledgers  at  ESD  but  not  on  any  agency  general 
ledger.   Even  if  ESD  is  not  required  to  report  these  receivables  under 
the  Federal  Unemployment  Tax  Act,  the  accounts  should  be  recorded  in  and 
controlled  by  the  agency  general  ledger. 

The  "cover  letter"  or  auditor's  opinion  does  not  express  confusion 
in  establishing  financial  statements  for  ESD.   It  describes  items  in  the 
financial  statements  which  are  not  presented  in  accordance  with  generally 
accepted  accounting  principles  and  items  not  in  the  financial  statements 
which  are  required  for  adequate  disclosure  of  the  financial  operations 
of  the  agency.   These  inadequacies  result  from  the  absence  of  an  appro- 
priate accounting  system  for  the  agency. 
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We  could  find  no  aspect  of  the  operations  of  the  division  so  unique 
that  it  could  not  have  been  adequately  disclosed  through  the  use  of 
standard  accounting  methods.   Although  the  financial  transactions  of  the 
agency  are  different  from  those  of  other  state  agencies,  they  are  in  no 
way  confusing  if  properly  handled.   Any  confusion  concerning  ESD  financial 
activities  was  generated  by  the  manner  in  which  the  financial  transac- 
tions were  recorded,  the  lack  of  knowledge  of  the  agency's  overall 
financial  activities  by  ESD  personnel,  and  the  lack  of  a  single  general 
ledger  accounting  system,  rather  than  the  uniqueness  of  agency  activities. 

Our  audit  covered  nearly  every  aspect  of  ESD  operations  and,  as 
such,  the  financial  statements  were  prepared  on  an  agency  basis.   We 
could  find  no  evidence  of  any  federal  audit  of  ESD  financial  activities 
which  compared  in  scope  or  detail  to  ours.   Because  of  this,  our  audit 
revealed  problems  which  would  not  necessarily  have  been  detected  by 
previous  federal  audits. 

As  auditors  we  must  report  on  financial  activities  as  they  are 
recorded  in  the  accounting  records.   We  do  not  change  an  agency's  records. 
If  ESD  plans  to  continue  recording  financial  activities  in  various  sets 
of  books,  they  should  consolidate  the  information  from  those  books  in 
agency  financial  statements  prepared  in  accordance  with  generally 
accepted  accounting  principles  and  generally  accepted  reporting  standards. 
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AGENCY  ACCOUNTING 
age  11   RECOMMENDATIONS 

We  recommend  that  ESD: 


Transfer  control  of  all  agency  accounting  and  bookkeeping  functions 

to  the  Fiscal  section. 

Allocate  sufficient  time  and  qualified  staff  to  the  fiscal 

section  to  insure  adequate  performance  of  accounting  functions. 

Place  all  accounts  and  account  balances  within  a  single  general 

ledger  system  which  will  be  the  responsibility  of  the  chief 

financial  officer. 

Establish  an  agency-wide  financial  accountability  and  reporting 

system  to  insure  prompt  delivery  of  information  to  and  from 

the  fiscal  section. 


RESPONSE 

In  the  time  allowed  the  agency  to  respond  in  detail  to  the  Legislative 
Audit  Report  we  could  not  possibly  answer  all  of  the  points  raised  on 
pages  7,  8,  9,  10,  and  11.   Several  of  the  comments  and  conclusions  on 
these  pages  standing  alone  without  explanatory  narrative  expresssing  our 
viewpoint  seem  quite  harsh  and  abrasive.   We  will  try  to  deal  with  the 
particular  items  from  these  pages  as  they  are  duplicated  throughout  the 
report.   Suffice  it  to  say  at  this  point  that  the  total  audit  report 
ignored  completely  the  fact  that  during  the  time  the  audit  was  conducted 
the  agency  was  in  a  transitional  period,  partially  computerized  and  partially 
on  a  manual  system.   We  can  concur  that  ideally  if  we  could  go  from  0 
percent  computerization  to  100  percent  computerization  overnight  with 
no  complications  or  problems  it  would  have  made  the  auditing  task  ever 
so  much  easier.   Unfortunately,  our  small  staff  can  only  phase  in  one 
or  two  segments  at  a  time.   We  are  striving  to  place  all  accounts  and 
account  balances  in  a  single  general  ledger  system.  We  have  no  quarrel 
with  this  concept. 

1.   This  will  be  considered  and  studied. 
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2.  This  will  be  considered  with  number  1,  with  a  connnent  that  our 
staffing  is  determined  by  federal  standards,  not  our  own  or 
state  standards.   Our  specific  allocation  of  staff  for  programs 

and  functions  is  made  at  the  federal  level  and  we  cannot  arbitrarily 
and  of  our  own  accord  change  it. 

3.  As  mentioned  in  the  narrative  comments  above,  we  will  strive  to 
meet  this  recommendation  as  quickly  as  our  conversion  to  data 
processing  allows. 

4.  This  will  be  achieved  with  the  accomplishment  of  number  3. 

DUPLICATE  ACCOUNTING  SYSTEM 

Page  13   RECOMMENDATION 

We  recommend  that  the  Department  of  Administration  establish  a  task  force 
under  the  authority  granted  in  section  82-110,  R.C.M.  1947,  to  study 
the  systems  currently  in  use  at  ESD  and  provide  a  solution  for  the  current 
duplication. 

RESPONSE 

The  problem  created  by  requirements  of  the  federal  government  for 
its  own  accounting  system  on  top  of  those  of  the  state  for  its  own 
accounting  system  are  nothing  new  to  this  agency.   We  have  been  strug- 
gling under  these  duplicate  mandates  for  years,  with  no  solution  in 
sight.   We  can  easily  concur  with  the  recommendation  made  on  page  13  for 
some  solution  to  the  problem,   A  similar  request  was  made  by  this  agency 
to  the  Department  of  Administration  officials  on  May  5,  1972.   One  finding 
of  the  last  federal  audit  conducted  in  this  agency  and  recommendation  by 
the  federal  auditors  was  that  this  agency  bill  the  State  of  Montana  for 
the  costs  incurred  by  our  fiscal  unit  in  keeping  a  set  of  books  required 
by  state  law  but  not  necessary  by  Federal  standards  for  the  proper  and 

efficient  administration  of  the  Employment  Security  Program. 
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BENEFIT  PAYMENT  BANK  ACCOUNTS 
Page  16   RECOMMENDATIONS 

We  recommend  that  ESD: 


1.  Adopt  the  use  of  state  warrants  for  the  payment  of  unemployment 
insurance  benefits. 

2.  Seek  legislation  amending  section  87-113,  R.C.M.  1947,  to 
allow  the  use  of  state  warrants  signed  by  the  State  Auditor 
for  payment  of  unemployment  insurance  benefits. 

3.  Transfer  control  of  all  treasury  bank  accounts  to  the  state 
treasurer. 


RESPONSE 

Numberous  problems  arise  in  the  attempt  to  change  the  existing 
system  of  check  writing  and  banking  which  is  designed  by  and  follows 
federal  requirements  in  Part  V  of  the  Employment  Security  Manual.   In 
addition,  the  suggestion  that  investment  earnings  from  Employment  Security 
accounts  should  divert  to  the  state's  general  fund  raise  question  of 
conformity  with  the  Social  Security  Act  governing  the  investment  pro- 
cedures of  Unemployment  Insurance  funds. 

A  task  force  has  been  assigned  to  look  into  the  possibility  of 
these  suggestions.   Two  meetings  have  been  held  so  far  with  the 
state  accounting  and  state  treasurer  staff.   Because  of  the  necessity 
of  federal  clearance  before  any  change  is  implemented,  we  prefer  not 
to  commit  oursleves  until  these  recommendations  have  been  reviewed 
completely  by  the  committee  and  submitted  to  federal  officials  for  comment. 
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PERSONNEL  FILES 
Page  17   RECOMMENDATION 

We  recommend  that  ESD: 

1.  Transfer  control  of  personnel  files  to  an  employee  outside  the 
payroll  department. 

2.  Require  that  employees  sign  all  payroll  status  forms  or  other 
documentation  authorizing  each  payroll  change. 

RESPONSE 

1 .  Concur 

2.  Concur 

CONDITION  OF  PAYROLL  RECORDS 

Page  18   RECOMMENDATION 

We  recommend  that  ESD  keep  payroll  and  personnel  files  current  and  orderly 
at  all  times. 

RESPONSE: 

Concur 

INTERNAL  CONTROL 

Page      RECOMMENDATION 

19-20 

We  recommend  that  ESD: 

1.  Provide  for  the  signing  of  pre-payrolls  by  an  appropriate  ESD 
official. 

2.  Provide  for  proper  signing  of  payroll  status  forms  by  employees 
and  administrators. 

3.  Deliver  pre-payrolls  and  payroll  status  forms  directly  to  central 
payroll  from  those  signing  the  forms. 

4.  Provide  for  delivery  of  payroll  warrants  to  someone  other  than 
the  payroll  clerk. 

5.  Provide  department  heads  and  local  office  managers  with  a  listing 
of  the  payroll  transactions  charged  to  their  department  or  office. 


RESPONSE 


1  through  5  -  Concur 
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TIME  DISTRIBUTION 

RECO^-C-IEXDATION 

We  reconmend  that  ESD  work  with  the  U.S.  Department  of  Labor  to  resolve 
the  problems  currently  being  encountered  with  the  cost  accounting  system 
and,  in  the  meantime  require  that: 

1.  Employees  prepare  time  distribution  reports  in  ink. 

2.  Employees  and  their  supervisors  sign  time  distribution  reports 
in  ink. 

3.  Employees  stop  presigning  their  time  distribution  reports. 

A.   Time  distribution  reports  be  changed  only  with  the  knowledge  and 
approval  of  the  employee  who  prepared  the  report. 

5.  Charges  on  time  distribution  reports  be  clearly  marked  and 
initialed  by  the  person  making  the  changes. 

6.  Department  heads  and  local  office  managers  retain  copies  of 
all  time  distribution  reports. 

RESPONSE 

Again  the  problem  pointed  out  in  these  pages  by  the  auditors  is  a 
problem  inherent  with  the  time  distribution  reporting  system  and  cost 
accounting  system  imposed  by  the  federal  authorities.   We  have  long  re- 
cognized this  problem  as  has  every  other  Employment  Security  Agency  in 
the  nation  and  the  Interstate  Conference  of  Employment  Security  Agencies, 
a  nationwide  organization  composed  of  all  Employment  Security  Agencies, 
and  dedicated  to  the  promotion  of  sound  legislation  for  the  Employment  Security 
System.   The  member  agencies  have  unanimously  requested  ICESA  to  recommend 
and  it  has  on  numerous  occasions  so  recommended  to  the  Department  of  Labor 
and  to  Congress,  "bottom  line  authority".   This  would  allow  the  state  agencies 
to  record  the  time  distribution  accurately  as  it  occurs,  thus  solving  the 
problems  inherent  with  the  current  system.   We  could  then  administer  programs 
within  the  overall  limits  of  obligational  authority  granted  to  the  programs, 
without  having  to  go  through  the  often  meaningless,  confusing,  and  error 
ridden  method  we  currently  employ.   Until  such  a  system  is  changed,  we  see 
no  hope  of  being,  able  to  comply  with  the  recommendations  on  pages  22  and  23 
regarding  the  time  distribution  reports. 

PAYROLL  ACCRUALS 


Page  23   RECOMMENDATION 


We  reconmend  that  ESD  properly  record  payroll  tax  accruals  at  year  end. 
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RESPONSE 

Concur 

NON-COMPETITIVE  PROMOTIONS 

Page  24   RECOMMENDATION 

We  recommend  that  ESD  limit  promotions  prior  to  an  employee's  passing 
the  merit  system  test  and  limit  non-competitive  promotions  to  those 
instances  where  it  can  be  clearly  shovm  that  the  promotions  are  to  the 
advantage  of  the  agency. 

RESPONSE 

The  problems  described  have  long  since  been  corrected  and  we  have 
already  implemented  the  recommendations. 

CASH 

Page  25   RECOMMENDATION 

We  recommend  that  ESD  deposit  all  receipts  in  accordance  with  section  2-1210.22 
of  the  Montana  Administrative  Manual. 

RESPONSE 

We  concur,  a  new  system  of  deposit  has  alread  been  inaugurated. 

CONTROL  OVER  CASH  RECEIPTS  AND  DISBURSEMENTS 

Page  26   RECOMMENDATION 

We  recommend  that  ESD  correct  the  cash  receipt  and  disbursement  control 
weaknesses  noted  above. 

RESPONSE 

Timely  bank  deposits  are  being  made  as  recommended.   Prior  to  the  adopting 
of  the  automated  tax  system,  monies  were  detained  establishing  employer 
account  numbers.   The  method  of  assigned  account  numbers  have  been  changed 
and  tax  receipts  are  deposited  at  once.   No  longer  are  monies  held  two  or 
more  weeks  regardless  of  the  amount  accumulated.   We  concur  with  the  re- 
commendation and  are  complying  with  it. 

COLLATERALIZATION  OF  DEPOSITS 

Page  27    RECOMMENDATION 

We  recommend  that  ESD  determine  at  least  monthly  that  collateralization  for 
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its  bank  deposits  is  adequate  under  the  provision  of  section  79-301,  R.C.M. 
1947. 

RESPONSE 

Concur 


PROGRAM  CASH  BALMCES 

Page  28   RECOMMENDATION 

We  recommend  that  ESD  properly  account  for  accrued  expenditures. 

RESPONSE 

Concur  -  -  implemented  July  1,  1975. 

CONSTRUCTION  ACCOUNT 

Page  29   RECOMMENDATION 

We  recommend  that  ESD  place  the  $27,000  construction  account  balance 
on  the  primary  agency  general  ledger. 

RESPONSE 

This  account  was  one  of  the  manually  kept  accounts  that  the  agency 
was  unable  to  computerize.  After  completion  of  the  addition  to  the  ESD 
building,  this  accovnt  was  closed  out. 

SB AS  TRUST  FUND  CASH  ALLOCATION 

Page  31   RECOMMENDATION 

We  recommend  that  ESD  request  the  Department  of  Administration's  assistance 
in  developing  a  more  accurate  and  simplified  system  for  handling  Unemployment 
Insurance  Trust  Fund  accounts  and  transactions  on  SBAS. 

RESPONSE 

The  problems  described  on  page  29,  30,  and  31  have  been  ongoing  and 
recognized  for  sometime  by  ESD  fiscal  personnel.   ESD  has  taken  the  init- 
iative to  solve  the  matter  and  has  had  two  meetings  with  the  Department  of 
Administration  personnel  regarding  the  subject.   Therefore,  recommendation 
listed  on  page  31  has  been  implemented. 
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TRUST  FUND  BALANCE 


Page  33   RECOMMENDATION 


We  recommend  that  ESD  promptly  reconcile  the  Unemployment  Insurance  Trust 
Fund  balance  on  their  ledger  to  the  U.S.  Treasury  balance  at  the  end 
of  each  month. 

RESPONSE 

We  concur  with  the  recommendation  on  Page  33  that  trust  fund  balances 
should  be  reconciled  with  the  U.S.  Treasury  as  soon  ?.£  possible,  however, 
as  advised  by  the  U.S.  Treasury,  they  cannot  provide  us  with  the  necessary 
information  to  make  the  monthly  reconciliation. 

The  difference  as  referred  to  on  Page  31  were  federal  funds  used  to 
pay  EB  and  FSB.   The  difficulty  occurred  because  the  U.S.  Treasury  decided 
without  informing  the  states  or  the  Department  of  Labor  that  these 
funds  would  be  deposited  directly  to  the  trust  fund  account  rather  than 
using  the  previous  method  of  operation  which  was  the  direct  deposit  of 
these  funds  into  the  state  benefit  account  with  the  adjustment  of  overage 
or  shortage  of  federal  funds  to  the  benefit  account  rather  than  to  the 
trust  fund.   All  the  states  experience  difficulty  in  reconciling  because 
of  these  federal  programs. 

TRUST  FUND  ACCOUNTING 


Page  34   RECOMMENDATION 


We  recommend  that  ESD  transfer  all  accounting  functions  relating  to 
employer  tax  contributions  from  the  contributions  section  to  the  fiscal 
section. 

RESPONSE 

This  will  be  studied  with  an  attempt  to  come  up  with  a  plausible 
solution  acceptable  to  all  involved. 


PHYSICAL  INVENTORY 
Page  35   RECOMMENDATION 


We  recommend  that  ESD  take  an  annual  physical  inventory  as  required  by 
Management  Memo  70-17  and  the  Employment  Security  System  State  Accounting 
Manual . 
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RESPONSE 

The  Eraploymtnt  Security  Manual  requires  an  actual  physical  inventory 
once  every  two  years.   The  exceptions  noted  on  page  35  are  insignificant 
and  could  have  been  explained  properly  had  the  time  been  taken  to  secure 
the  accurate  information  available  at  the  time.   We  recognize  the  value 
of  an  annual  inventory  federal  requirements  notwithstanding,  and  will 
concur  in  the  recommendation.  * 

SALE  OF  SURPLUS  EQUIPMENT 

Page  37   RECOMMENDATION 

We  recommend  that  ESD  obtain  written  authorization  from  the  Department 
of  Administration  prior  to  the  sale  or  other  disposition  of  any  equipment 
or  other  assets  covered  under  Section  82-1914,  R.C.M.  1947. 

RESPONSE 

Part  IV  of  the  Employment  Security  Manual,  Chapter  2572,  Paragraph 
C  states:   "Useable  surplus  equipment  shall  be  offered  to  other  State 
Employment  Security  Agencies  before  disposition  to  other  sources... 
Proceeds  from  the  sale  or  disposition  of  any  items  of  equipment  shall 
be  deposited  to  the  Employment  Security  Administration  Fund  and  shall  be 
reported  as  miscellaneous  receipts." 

Again  we  are  on  the  horns  of  a  dilemna  in  trying  to  follow  diverse 
federal  and  state  directives.   Inasmuch  as  our  funding  comes  from  federal 
sources,  we  are  inclined  to  follow  the  federal  requirements  to  avoid 
audit  exceptions  at  the  federal  level. 

CASH  RECEIPTS  CONTROL 

Page  38   RECOMMENDATION 

We  recommend  that  all  ESD  mail  be  opened  by  cashier's  office  employees  and 
that  all  checks  be  immediately  deposited. 

RESPONSE 

The  ESD  mail  Is  opened  by  contributions  section  employees.   The 
cashier's  unit  consists  of  a  cashier  and  his  assistant,  and  it  would  be 
impossible  for  these  two  individuals  to  make  the  necessary  deposits  and 
open  the  mail  without  considerable  delay  in  making  the  deposits.   All 
checks  are  deposited  on  the  day  of  receipt  except  for  one  or  two  days  at 
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the  close  of  the  quarter  where  the  volume  of  mail  makes  it  impossible  to 
process  it  on  the  same  day  that  the  reports  are  received. 

To  insure  that  the  new  automated  tax  program  which  has  been  adopted 
from  the  National  Computer  Design  Center,  the  terminc.1  operators  must  make 
entry  to  the  computer  using  the  checks  as  entry  data.   This  does  not  slow 
up  the  time  of  deposit  but  will  expedite  deposits  during  the  heavy  reporting 
period.  « 

PENALTY  AND  INTEREST  RECEIPTS 

Page  39    RECOMMENDATIONS 

We  recommend  that  ESD  record  penalty  and  interest  receipts  in  its  general 
ledger  in  the  fiscal  year  in  which  they  are  received. 

RESPONSE 

This  does  not  represent  a  major  problem. _  We  concur  in  the  recommendations. 

TRANSFERS  ' 

Page  39    RECOMMENDATION 

We  recommend  that  ESD  seek  the  assistance  of  the  Federal  government  in  establishin; 
a  method  of  recording  transfers  between  programs  which  w4.ll  result  in  comparable 
information  on  ESD  and  Federal  accounting  records.  1 

PvESPONSE 

We  complied  with  federal  instructions.  Transfers  were  made  as  directed. 
We  have  reviewed  this  with  regional  office  officials  and  they  have  indicated  it 
was  handled  properly. 

UNSIGNED  APPROPRIATION  DOCUMENT 

Page  40   RECOMMENDATION 

We  recommend  that  the  Governor's  Office  of  Budget  and  Program  Planning  sign 
all  SBAS  appropriation  input  documents,  including  those  for  continuing 
appropriations . 

RESPONSE 

Not  applicable. 

IMPROPER  ALLOCATION  OF  EXPENDITURES  TO  APPROPRIATIONS 

Page  41    RECQM>fENDATIOX 

We  recoxnend  that  ESD  establish  supervisory  review  procedures  in  the 
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fiscal  section  to  prevent  the  types  of  errors  described  above  or  to  detect 
and  correct  thea  on  a  timely  basis. 

RESPONSE 

Concur  and  implemented 

expe>:ditures  .  " 

^3      r£c0>2iendati0n  •    " 

We  recommend  that  2SD  establish  supervisory  review  procedures  in  the  fiscal 
section  to  prevent  the  types  of  errors  described  above  or  to  detect  and 
correct  them  on  a  timely  basis. 

RESPONSE 

Procedural  changes  and  implementation  of  our  Manpower  Pay  Unit  has 
resolved  these  problems.   Here  again  we  are  faced  with  federal,  state  compatability 
and  the  maintenance  of  a  dual  system. 

ACCRUALS 

44  PvECO>g-IEyDATIONS 
We  recommend  that  ESD  only  accrue  items  which  are  valid  under  guidelines 
established  by  the  Department  of  Administration. 

RESPONSE  : 

Concur 

PURCKA5ING 

45  RECO>!MENDATION 
Ue  recoaziend  that  ESD  use  state  purchasing  suppliers  whenever  possible  to 
purchase  items  for  WIN  participants. 

RESPONSE 

Concur 

MULTIPLE  CHECKS  TO  CLAIMANTS 

45    REC0:-2!Z:rDATI0N' 

We  recommend  that  ESD  prepare  only  one  check  to  each  WIN  participant 
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per  week  and  use  journal  entires  to  distribute  the  payment  amount  to  the 
proper  programs  and  expenditure  codes. 

RESPONSE: 

Concur.   This  is  programmed  for  implementation  in  October. 

ACCGITNTS  RECEIVABLE 


Page  47   RECOMMENDATION 


We  recommend  that  ESD  promptly  notify  claimants  when  an  account  receivable 
is  established  and  make  periodic  billings  to  encourage  prompt  repayment. 

RESPONSE; 

Concur 


DELINQUENT  ASSESSMENTS 

Page  48   RECOMMENDATION 

We  reconmend  that  ESD  establish  vrritten  guidelines  for  the  timely  pre- 
paration and  delivery  to  employers  of  delinquent  assessments. 

RESPONSE 

Perhaps  a  fuller  explanation  of  the  procedure  in  obtaining  employer 
delinquent  reports  will  help  in  understanding  our  guidelines  in  the  use 
of  delinquent  assessment. 

Fourteen  days  after  the  due  date  for  filing,  the  delinquent  accounts 
are  established  and  notices  for  delinquency  are  mailed  to  the  employer  of 
the  delinquency.   For  example,  there  are  1,410  accounts  involved  for  the 
period  ending  March  31,  1975.   Ten  days  following  this  notice  another 
notice  of  delinquency  is  sent  the  employer.   Also,  the  eleven  field 
representatives  stationed  throughout  the  state  are  notified  of  the  del- 
inquent employer  in  their  area  and  they  make  a  concentrated  effort  to 
obtain  the  reports.   During  this  period  of  time  the  agency  resorts  to 
letters,  telephone  calls,  subpoenas,  and  where  warranted,  delinquent 
assessments. 
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Montana's  accomplishment  in  obtaining  delinquent  reports  ns  compare! 
with  other  states  is  the  best  in  the  region  and  also  ranks  first  or  second 
nationally. 

The  practical  application  of  hard  and  fixed  guidelines  applicable  to 
every  situation  on  delinquency  assessments  precludes  a  simple  acquiescence 
to  the  recommendation  on  page  48.   Policies  in  effect  regarding  delinquent 
assessments  combine  common  sense  judgment  in  each  particular  case  combined 
with  a  dedication  to  comply  with  the  law.   Insofar  as  possible  written 
guidelines  will  be  developed  on  recommended  on  page  48,  keeping  in  mind 
that  fair  and  equitable  administration  of  the  law  does  not  include  undue 
harrassnent  or  punitive  measures  on  a  cooperative  and  well  meaning  employer 
community. 

UNRECORDED  UI  ACCOUNTS  RECEIVABLE 

Page  49   RECOMMENDATION 

We  reconmend  that  ESD  establish  procedures  sufficient  to  insure  the  prompt 
establishment  of  an  accounts  receivable  when  it  is  determined  that  a 
benefit  overpayment  exists. 

RESPONSE 

With  the  automacion  of  the  benefit  operation,  we  will  be  able  to 
establish  accounts  receivable  and  the  benefit  overpayments  promptly. 

INTERSTATE  ACCOlTiiTS  RECEIVABLE 

Page  50   RECOMMENDATION 

We  reconmend  that  ESD  establish  procedures  to  insure  prompt  billing 
of  interstate  accounts  receivable. 

RESPONSE 

We  concur,  this  will  be  accomplished  with  the  automated  system. 

RECORDING  PENALTY  AND  INTEREST  RECEIVABLE 

Page  51    RECOMMENDATION 

We  reconmend  that  ESD  maintain  subsidiary  ledgers  for  penalty  and  interest 
accounts  receivable  in  detail  sufficient  to  allow  subsequent  verification 
of  monthly  and  year-end  totals. 
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RESPONSE 

The  new  data  processing  system  just  going  into  use  in  the  tax  section 
will  provide  for  verification  of  monthly  and  year-end  totals  of  penalty 
and  interest  accounts  receivable. 


UI  ACCOUNTS  RECEIVABLE 
Page  52   RECOMMENDATION 

We  recommend  that  ESD: 

1.  Prepare  more  frequent  billings  for  UI  accounts  receivable. 

2.  Deposit  all  accounts  receivable  payments  immediately  when  received 
in  the  cashier's  office. 

RESPONSE 

Concur 


UNPROCESSED  COLLECTIONS 


Page  53   RECOMMENDATION 


We  recommend  that  ESD: 

1.  Restrictively  endorse  all  checks  immediately  \7hen  received. 

2.  Promptly  process  all  accounts  receivable  payuents  and  deposit  the 
proceeds. 

RESPONSE 

Concur 

BENEFIT  CHECKS  WITHHELD 

Page  5A   RECOMMENDATION 

We  recommend  that  ESD  credit  accounts  receivable  by  use  of  a  journal 
voucher  when  claimant  payments  are  withheld  to  satisfy  a  prior  debt  to  ESD. 

RESPONSE 

The  recommendation  made  concerning  the  use  of  benefit  checks  to  offset 
claimants'  accounts  receivable  is  necessary  under  the  present  accounting 


-112- 


system  to  maintain  the  security  and  history  of  the  individual  claimants 
account.   Once  the  benefit  operations  are  automated  we  feel  that  your 
recommendation  could  be  easily  satisfied. 

REDUCTION  OF  OVERPAYMENT 

RECOMMENDATION 

We  recommend  that  ESD  establish  a  method  to  periodically  describe  to 
claimants  common  items  which  could  make  them  ineligible  for  benefits  and 
to  request  a  signed  certification  concerning  each  claimant's  status 
on  those  items. 

RESPONSE 

Concur 

DISHONORED  CHECKS 

RECOMMENDATION 

We  recommend  that  ESD  reconcile  subsidiary  and  general  ledgers  for  accounts 
receivable  dishonored  checks  monthly  and  make  necessary  corrections  at 
that  time. 

RESPONSE 

Concur  and  Implemented 

REVIEW  OF  ACCOW^TS  RECEIVABLE 

RECOMMENDATION 

We  recommend  that  ESD: 

1.  Provide  procedures  for  a  periodic  review  of  accounts  receivable 
by  a  responsible  official. 

2.  Periodically  prepare  aging  schedules  to  help  evaluate  accounts 
receivable  collection  procedures. 

RESPONSE 

1.  We  concur  in  the  recommendation. 

2.  Aging  schedules  are  being  prepared  but  with  the  automated  system 
in  tax,  this  can  be  done  more  frequently.   In  addition,  the  six 
months  provision  for  determing  uncollectables  has  the  effect 
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UNCOLLECTABLE  ACCOUNTS  RECEIVABLE 
Page  58   RECOMMENDATION 

We  recommend  that  ESD: 


1.  Transfer  all  uncollectible  accounts  receivable  to  the  Department 
of  Revenue  for  collection  under  the  provisiors  of  section  84-7103, 
R.C.M.  1947,  and  management  memo  1-74-11. 

2.  Discontinue  classifying  as  assets  accounts  receivable  which  have 
been  determined  by  the  division  to  be  uncollectible. 


RESPONSE 

Concur  -  Implemented 

ACCOUNT  RECEIVABLE  CONTROL 
Page  60   RECOMMENDATION 

We  recommend  that  ESD: 

1.  Place  all  accounts  receivable  control  totals  on  SBAS  and 
the  federal  accounting  system  general  ledgers. 

2.  Reconcile  general  ledger  totals  to  subsidiary  ledgers  at  least 
monthly. 

3.  Establish  an  accounts  receivable  staff  within  the  fiscal  section  to 
maintain  subsidiary  ledgers  for  receivables  and  to  perform  all 
billings,  recording  and  control  functions  necessary  to  insure 
prompt  collection  of  the  accounts. 

RESPONSE 

We  concur  in  recommendations  No.  1  and  No .2  on  page  60.   Recommendation 
No.  3  poses  some  problem  inasmuch  as  it  will  require  additional  staff  which 
as  mentioned  previously  must  be  approved  by  federal  authorities.   We  will 
pursue  implementation  of  this  recommendation  in  consultation  with  Regional 
Department  of  Labor  Fiscal  personnel,  seeking  their  guidance  in  the  best 
manner  of  implementation. 

EMPLOYER  REGISTRATION  DOCUMENTS 
Page  61    RECOMMENDATION 

We  recommend  that  ESD  obtain  copies  of  employer  registration  documents  for 

those  employer  files  which  do  not  contain  them. 
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RESPONSE 

We  concur  in  the  recommendation  and  do  have  a  policy  of  obtaining  this 
information  whenever  the  field  representative  visits  an  employer  who 
has  not  provided  us  with  a  registration  form. 

COMPUTATION  OF  TAXES  DUE 

RECOMi-lENDATION 

We  recommend  that  BSD: 

1.  Revise  the  V7age  and  contribution  report  from  to  more  adequately 
explain  the  provisions  of  Section  87-109 (d),  R.C.M.  1947. 

2.  Determine  the  feasibility  of  cross-checking  employers'  contribution 
and  wage  reports  for  the  four  quarters  of  the  calendar  year  to  detect 

overpayments  made  by  employers. 

RESPONSE 

1.  Concur 

2.  The  recommendation  will  be  studied  to  determine  if  it  is  feasible. 
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Page  63   EMPLOYER  TAX  FORMULA 
RESPONSE 

The  present  employer  tax  formula  was  adopted  into  Unemployment 
Compensation  Law  by  the  Legislature  in  1975.   It  is,  in  our  opinion,  a  sound 
and  equitable  system,  based  upon  the  best  features  of  several  states  using  the 
reserve  ratio  theory   to  determine  tax  rates.   The  average  Trust  Fund  balance 
for  a  12  month  period  and  the  total  wages  in  covered  employment  durin   the 
same  period  are  factors  in  determining  the  tax  rate.   The  base  is  set  by  a 
formula  also. 

The  Montana  UI  Trust  Fund  has  been  declining  for  years  without  compensation 
tax  increases.   Under  the  old  law  replaced  in  1975,  the  Fund  would  have  been 
depleted  in  much  the  same  time  frame  as  occurred  under  the  present  law.   No 
one  should  draw  the  conclusion  that  the  present  tax  lew  in  any  way  hastened 
or  caused  the  Fund  to  be  depleted.   The  worst  national  and  state  economic 
recession  in  30  years  was  the  culprit  and  only  those  states  which  had  allowed 
a  substantial  build-up  of  their  Trust  Funds  during  good  times  have  been  able 
to  withstand  the  pressures  of  the  tremendous  increase  of  benefit  claims 
against  their  funds. 

It  is  interesting  to  note  that  in  State  Agency  Letter  No.  133-76,  dated 
June  25,  1976,  the  following  statement  appears:   "As  of  April  1976, 
22  states  have  received  advances  totaling  over  $3  billion.   Eight  additional 
states  are  expected  to  deplete  their  reserves  and  request  advances  by  the  end 
of  calendar  year  1976.   In  order  to  honor  approved  requests,  the  Federal 
Unemployment  Account  has  had  to  borrow  over  $2.8  billion." 

Any  study  of  the  Montana  Unemployment  Compensation  Tax  Law  should  take 
into  consideration  H.R.  10210  now  pending  before  Congress  with  action 
postponed  several  times,  but  expected  sometime  during  the  current  session. 
This  important  Unemployment  Compensation  Bill  contains  major  revision  of  both 
the  mandatory  taxable  wage  base  and  the  tax  rate  as  applied  to  the  federal 
portion  of  the  employer's  tax.   Likewise  a  study  of  the  subject  tax  law 
should  be  concluded  with  substantial  time  alloted  to  the  Research  and  Analysis 
Section  of  this  agency  and  tax  experts  representing  employers  throughout 
the  state,  in  addition  to  the  Employment  Security  Division  Advisory  Council,  to 
study  the  effects  of  any  changes  recommended  prior  to  the  1977  Legislative  sessio 

Any  amendment  to  the  Montana  Unemployment  Compensation  Law  must  be  in 
compliance  with  federal  guidelines  and  accordingly  must  be  approved  by  the 
United  States  Secretary  of  Labor  to  keep  the  state  in  conformity  with  the 
federal  act. 
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PENALTY  AND  INTEREST 

RECOMMENDATION 

We  recommend  that  ESD  assess  penalty  and  interest  as  prescribed  in  Section 
87-135,  R.C.M.  1947,  for  all  employers'  contributions  which  are  delinquent 
under  the  provisions  of  MAC  24-3. 10(26)-S10400. 

RESPONSE 

Penalty  and  interest  will  be  assessed  timely  under  the  new  automated 
system  in  effect  now. 

LOCAL  OFFICE  PROCEDURES 

RECOMMENDATION 

We  recommend  that  ESD  establish  a  local  office  claim  file  checkout  system 
which  will  allow  all  employees  to  quickly  locate  files. 

RESPONSE 

Concur 
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CLAIMS-TAKER  -  SIGNING  FORMS 


RECOMMENDATION 


Page  67   We  recommend  that  ESD  local  office  employees  be  instructed  to  sign  203-M 
and  UI-222  documents  as  required  by  the  ESD  Montana  Operations  Manual. 

RESPONSE 

This  is  a  matter  of  constant  review  and  correction  and  poses  no 
problem  in  implementing  the  recommendation  on  page  57,  which  is  already 
a  matter  of  standard  procedure. 

CASH  RECEIPTS 

Page      RECOMMENDATION 
67-68    We  recommend  that  ESD  establish  uniform  procedures  for  use  by  all  local 
offices  when  they  receive  payments  from  claimants  or  employers  and  issue 
pre-numbered  cash  receipt  books  to  local  offices  for  use  in  these  transactions. 

RESPONSE 

Uniform  procedures  are  in  practice  for  the  receipt  of  pajTnents  made  by 
claimants  or  employers  at  local  offices.  However,  current  policies  will  be 
reviewed  so  that  full  implementation  of  the  recommendation  on  pages  67  and  68 
in  this  regard  will  be  followed. 
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CONTROL  OF  CLAIMS  FOR  BENEFIT  CARDS 

'age  70   RECOMMENDATION 

We  recommend  that  ESD  adopt  the  single  by-pass  distribution  system  for 
weekly  paycards  and  consider  adopting  the  double  by-pass  system  when  benefit 
payment  computerization  is  complete.  ^ 

RESPONSE 

The  payment  procedure  described  on  this  page  and  over  which  the  auditors 
express  conern,  has  been  in  operation  since  1954  without  one  single  instance 
of  misuse  or  fraud  by  our  employees.   The  recommended  procedure  would  simply 
transfer  the  locale  where  possible  fraud  could  occur  from  the  local  office 
to  the  central  office.   We  believe  present  safeguards  have  proven  adequate, 
and  on  the  basis  of  22  years  experience  under  the  present  system  believe  that 
the  record  to  date  supports  this  conclusion.   However,  we  are  constantly 
concerned  over  internal  controls,  system  improvement,  etc.,  and  agree  to 
explore  further  the  "single"  and  "double  by-pass"  systems  open  mindedly  to 
seek  out  any  possible  advantages.   We  likewise  will  continue  to  review 
present  procedures  to  the  end  that  improved  internal  controls  may  be  instituted. 

FILING  CONTINUED  INTERSTATE  CLAIM  DOCUMENTS 
age  70   RECOMMENDATION 

We  recommend  that  ESD  file  continued  Interstate  claim  documents  in  the 
appropriate  individual  claim  file. 

RESPONSE 

We  concur  in  the  recommendation  and  are  presently  studying  new  filing 

methods  and  equipment. 
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PART  TIME  EMPLOYMENT 
Page  72    RECOMMENDATION 

We  recommend  that  ESD  establish  guidelines  for  the  use  of  a  "Verification 

of  Earnings"  form  in  conjunction  with  all  claimants  who  continually  work 

part-time  while  drawing  unemployment  benefits. 

RESPONSE 

Concur. 

SELF  EMPLOYED  CLAIMANTS 
Page  73    RECOMMENDATION 

We  recommend  that  ESD  consider  establishing  regulations  or,  if  necessary, 

seek  legislation  requiring  self-enployed  persons  who  work  part-time  while 

receiving  unemployment  benefits  to  maintain  wage  and  hour  records  adequate 

to  allow  verification  of  their  eligibility  for  unemployment  benefits. 

RESPONSE 

Your  recommendation  will  be  presented  to  the  Advisory  Council  for 

consideration  and  their  recommendation  to  the  Legislature. 

PERIODIC  INTERVIEWS 

RECOMMENDATION 
Page  75-76 

We  recommend  that  ESD  comply  with  the  provisions  of  Section  540  of  the  ESD 

Montana  Operations  Manual  by  sending  UI-222  forms  and  scheduling  periodic 

reinterviews  with  claimants  as  prescribed  by  that  Section. 

RESPONSE 

Periodic  reinterviews  are  being  made  in  accordance  with  the  Montana 

Operations  Manual  and  within  the  staffing  capability  of  our  local  offices  in 

relation  to  the  work  load  of  both  the  Employment  Service  and  Unemployment 

Insurance  Programs. 
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INELIGIBILITY  BECAUSE  OF  WORKERS'  COMPENSATION  BENEFITS 
ige  77    RECOMMENDATION 

We  recommend  that  ESD  obtain  benefit  payment  information  from  the  Workers' 
Compensation  Division  at  least  weekly  and  immediately  use  that  information 
to  detect  and  prevent  payment  of  unemployment  benefit  payments  to  those* 
individuals  who  are  receiving  workers'  compensation. 
RESPONSE 

We  are  currently  obtaining  benefit  payment  information  from  Workmen's 
Compensation  Division  generally  on  a  weekly  basis.   We  cannot  control  the 
receipt  of  this  information.   We  have  had  excellent  cooperation  with  the 
Workmen's  Compensation  Division  and  with  the  automated  system,  we  will  be 
able  to  maintain  a  current  audit  of  benefit  accounts. 

DUPLICATE  BENEFIT  PAYMENTS  FROM  DIFFERENT  PROGRAMS 
Page  78    RECOMMENDATION 

We  recommend  thaj  ESD  establish  procedures  to  assure  that  duplicate 
benefit  payments  made  from  different  programs  are  detected  by  normal 
data  processing  duplicate  payment  detection  programs. 
RESPONSE 

Concur 

BENEFIT  PAYMENTS  HOT  IN  BENEFIT  STATUS  FILE 
Page  79    RECOMMENDATION 

We  recommend  that  ESD  perform  monthly  reconciliations  of  the  number 
of  benefit  payments  to  the  number  of  additional  records  on  the  benefit 
status  file 
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RESPONSE 

This  is  being  programmed  now  with  expected  date  of  September  1,  1976, 

CONTROL  OF  PREPARED  CHECKS 

Page  80   RECOMMENDATION 

We  recommend  that  ESD  establish  a  number  control  and  accountability 
system  for  checks  being  processed  through  the  agency. 

RESPONSE 

Concur  -  Being  done 

DUPLICATE  BENEFIT  PAYMENT 

Page  81   RECOMMENDATION 

We  recommend  that  ESD  establish  procedures  requiring  daily  listing 

of  all  duplicate  payments  by  the  data  processing  section  and  immediate 

investigation  of  these  payments  by  the  accounts  receivable  clerk. 

RESPONSE 

This  is  in  the  process  of  being  programmed. 
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ELIGIBILITY  OF  BZNEFITS 
NO  RECOMMENDATIONS 

RESPONSE 

The  auditors  ctatement  that  eligibility  criteria  "invited  abuse  of  the 
law"  is  of  course  a  subjective  conclusion  unfounded  in  fact.   The  eligibility 
requirements  of  the  law  are  scrupulously  followed.   Individual  philosophy  may 
determine  whether  these  criteria  are  acceptable  or  not  and  changing  times 
and  public  opinion  dictate  changes  in  eligibility  criteria.   Research  in  this 
area  can  do  no  harm,  but  those  doing  the  research  must  recognize  that  a  workable 
social  program  such  as  Unemployment  Insurance  is  not  conceived  in  the  sterile 
surroundings  of  a  fiscal  report,  but  rather  in  the  very  real  and  fertile  field 
of  political  give  and  take  amoung  real  live  combatants,  each  of  whom  have  a 
vital  stake  in  the  outcome.   The  Employment  Security  Division  Advisory  Council 
expresses  the  following  feelings  about  this  recommendation: 

"The  Council  also  questions  the  advisability  of  the  auditors  staff  engaging 
in  a  programatic  study  relative  to  eligibility  criteria,  feeling  that  the  staff, 
totally  unfamiliar  with  the  background  and  reasoning  behind  the  development 
of  the  Unemployment  Insurance  Law  and  not  familiar  with  the  inter-relationship 
of  federal  guidelines  and  requirements,  is  not  properly  prepared  for  such 
an  undertaking.   Additionally,  the  Council  questions  the  propriety  of  housing 
the  five  study  participants  in  the  Employment  Security  Building  and  the  time 
consuming  informational  inquiries  which  the  auditors  of  necessity  will  have 
to  make  in  familiarizing  themselves  with  the  program,  all  of  which  will  take 
the  Employment  Security  staff  away  from  their  legally  mandated  duties  to  the 
detriment  of  the  ongoing  programs. 

The  Council  recommends  that  such  a  study  be  performed  by  researchers 
knowledgeable  in  Unemployment  Insurance  Law  and  that  the  opinions  and  reactions 
of  those  most  vitally  interested  in  the  impact  of  any  change,  i.e.  the 
unemployed  worker  and  his  agents  and  the  employer  groups  be  consulted. 

Council  members  appointed  because  of  their  interest  in  the  ES  and  UI 
Programs  are  apprehensive  of  the  results  of  any  study  in  this  specific  area 
which  does  not  include  their  participation,  before,  not  after  the  fact." 
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ESD  FRAUD  CONTROL  PROGRAM 

Page  83   RECOMMENDATION 

We  recommend  that  ESD  fully  implement  the  recommendations  resulting  from  the 
Governor's  investigation  into  the  ESD  fraud  control  program. 

RESPONSE 

The  situation  which  brought  about  a  slacking  of  the  quality  control 
processes  in  the  benefit  payment  activities,  including  fraud  control  was  a 
direct  result  of  management  guidelines  from  the  federal  governemnt  to  cut 
costs  and  cut  services  wherever  possible.   State  Agency  Letter  No.  206-73 
dated  September  6,  1973,  delineated  certain  areas  where  costs  should  be  cut. 
Specifically  these  instructions  directed  and  all  other  employment  security 
agencies  to:   (10)  Review  the  current  formula  for  cross  matching  benefit 
payments  with  wage  records  to  detect  only  the  more  flagrant  cases  and  to 
reduce  the  number  of  cases  to  be  investigated.   (11)  Rely  on  the  use  of 
mail  inquiries  for  fraud  investigations  and  reduce  the  number  of  field 
investigations  to  only  those  cases  where  there  is  substantial  evidence  of 
fraud. 

During  fiscal  year  1974-75,  the  total  authorized  Unemployment  Insurance 
Bureau  positions  fell  from  117.8  (in  fiscal  year  1972-72)  to  103.0.   The 
programs  that  suffered  the  most  were  benefit  pajrment  control  and  field 
tax  and  audit  activities. 

A  reversal  of  policy  in  the  fall  of  fiscal  year  1976  occurred  with  the 
issuance  of  a  General  Administrative  Letter  from  the  U.S.  Department  of 
Labor  containing  the  following  language: 

"1.   Purpose.   To  provide  guidelines  to  State  Employment  Security 

Agencies  for  the  re-establishment  of  Unemployment  Insurance  quality 

control  processes 
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and  positive  re-employment  assistance  to  claimants. 

2.  References.   Employment  Security  Manual,  Part  V,  Section  5000-5004; 
FM  96-75;  and  UIPL  1089. 

3.  Background.   During  the  past  several  years  the  Employment  Security 
program  has  been  subject  to  both  budget  constraints  and  drastic  increases 
in  the  claims  work  load.   In  fiscal  years  1971  through  1974  the  system 
experienced  substantial  productivity  assessments  which  required  many  state 
agencies  to  modify  or  reduce  claim  processing  and  claimant  work  registra- 
tion activicies.   During  this  period,  the  Employment  and  Training  Administra- 
tion (ETA)  provided  suggestions  on  those  activities  which  could  be 
eliminated  or  curtailed,  many  of  which  were  quality  control  oriented." 

This  General  Administration  Letter  goes  on  as  follows:   Action  Required. 
State  agencies  are  requested  to  review  and  assess  the  impact  of  current  operating 
policies  and  pra-ttices  on  the  quality  of  services  to  claimants.   The  Intended 
outcome  is  the  development  and  implementation  of  a  series  of  operational 
changes  necessary  to  restore  (their  underlining)  quality  claims  control  and 

the  provision  of  adequate  re-employment  assistance Some  of  the  current 

policies  and  practices  which  should  be  reviewed  in  terms  of  needed  changes 
are:  3.   Benefit  payment  control. 

Re-emphasizing  installation  of  an  effective  overpayment  detection, 

investigation  and  collection  program. 

Utilize  resource  handbook,  model  cross  matching  system,  detection 

techniques,  recovery  techniques,  provided  by  the  Employment  and 

Training  Administration  at  recently  held  multi-regional  meetings. 

(The  goal  for  fiscal  year  1976  is  to  have  all  states  using  a 

computerized  cross  match  system) . 
This  reversal  of  national  policy  as  recounted  above  occurred  at  the  same 
time  the  Governor's  investigation  into  the  fraud  control  program  was  going  on. 
As  a  result,  we  have  complied  completely  with  the  recommendations  repeated 
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in  the  legislative  audit  report,  and  can  attest  that  we  are  in  complete 
compliance  with  the  recommendation  on  Page  83. 

So  far  this  calendar  year  159  cases  have  been  referred  for  prosecution 

to  county  attorneys,  with  53  convictions,  12  acquittals  and  dismissals,  and 
98  cases  pending.  ♦ 
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THOMAS  L.  JUDGE    C 


IIDi'ia°.\ii'irMii^ii'!»'ir'  oik  x'\3i>:>!ii?s'is-^iriii.\Ti'X&rv 

I)II{r.(  TOKS   OKKK    K, 
lil'.l.I'.NA.    MONTANA    .T.ItiOl 


July  7,  1976 


Mr.  Morris  L.  Brusett 

Legislative  Auditor 

Office  of  the  Legislative  Auditor 

State  Capitol 

Helena,  Montana   59601 

Dear  Mr.  Brusett: 


JUL  V    1970 

MONT/.CA  LEGISLATIVE  AUDITOR 


In  accordance  with  your  request,  this  is  the  Department  of  Adminis- 
tration's reply  to  the  following  recommendations  included  in  the  report  of 
the  audit  of  the  Employment  Security  Division. 

Page.  13,   RECOmEMVATJON 

We  n.e.aomrmnd  that  tkz  Ve.paAtme.nt   o^  AdmtyiL6tA.atton 
e^tabtOik  a  -toife  {^ofice  undeA  the  aathonxty  g fainted 
In  i>ection  S2-nO,   R. CM.  7  947,  to  i^tadij  the  i>Lji>texni> 
cjuAAentty  tn  uie  at  ESV  and  piovlde  a  ioZatton  ^ofi 
the.  cuAAent  dup-ticatlon. 

We  concur  that  there  is  a  need  to  seek  a  solution  for  the  current 
duplication.   Due  to  the  federal  mandate,  the  ESD  has  placed  more  emphasis 
on  maintaining  the  Department  of  Labor  system.   As  stated  in  the  report,  this 
system  is  not  designed  to  be  an  agency  accounting  system. 

We  concur  with  the  recommended  task  force  approach.   If  no  modifi- 
cations to  their  system  are  acceptable  to  the  Department  of  Labor,  careful 
consideration  must  be  given  to  the  cost  and  benefits  of  completely  maintaining 
two  systems. 

The  system's  resouces  available  to  the  Department  of  Administration 
have  been  almost  completely  committed  to  the  task  of  bringing  the  University 
System  under  the  Statewide  Budgeting  and  Accounting  System.   It  will  be  neces- 
sary to  schedule  the  ESD  project  at  a  time  when  the  resources  can  be  released 
from  the  University  project. 

Page  31,  RECOmENVATJOM 

We  Aecommend  that  ESV  fieque^t  the  Vepantment  oi 
AdminJjitAatxon' i>  OM-Utance  in  deveZoping  a  moAe 
accuAote  and  i)tmptl{jted  6y6tejn  (^oA  handLing 
Unemplo yment  JnAunance  TfmA>t  fund  accounti  and 
tAjaiii>acJtLon^  on  SEAS. 
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Mr.    Morris   L.    Brusett 

Page   2 

July   7,   1976 


We   concur.      This  will   require  a   review  of   the  current   ESC  policies, 

Pagz  37,   RECOmENVATION 

We  fL^comrmnd  that  ESV  obtain  MfuXZun  autkofu-zcution  fiKom 
tkd  VdpaAfynnYVt  o^  Admintit'iatlon  pfilofi  to  the.  itola  on. 
oth&A  dUtpoii'Ltion  o{^  any  eqLU.pme.nt  on.  otheA.  ai>{>eti> 
coveJied  undeA  SecZion  S2-1914,   R.C.M.    1947. 

We  concur . 

Sincerely, 


C-  U)(r^,<lA/y 


JCCrbc 

cc:      Accounting  Division 

Management   Systems   Division 
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STATE   OF   MONTANA 


Office  of  the  Governor 
Budget  and  Program  Planning 


Capitol  Building        Helena,  Montana   59601 


June  28,  1976 


MEMORANDUM 

TO:  Morris  L.  Brusett,  Legislative  Auditor 

FROM:  Michael  G.  Billings,  Director     Jil 

SUBJECT:         Appropriation  Document  Signatures 


R 


won: 


Thomas  L.  Judge 
Governor 

Michael  G.  Billings 
Director 


":d 


JUITOB 


All  Executive  Appropriation  Documents,  form  212,  generated  by  this  Office  are  signed  by 
this  Office.     Continuing  Appropriations  are  generated  by  submitting  a  list  to  the  Department 
of  Administration.     The  Department  then  generates  the  form  212  and  inputs  the  appro- 
priation document  to  SBAS.     The  list  is  properly  signed  when  it  is  submitted  to  the 
Department.     As  you  have  recommended,  in  the  future  we  will  also  sign  the  form  212 
generated  for  Continuing  Appropriations. 


-129- 


€ 


